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War Financing 


F the Budget Message which Presi- 

dent Roosevelt submitted to Con- 

ress on January 7, one thing may 
be said with confidence: it was of stu- 
pendous proportions, without precedent 
in respect of the sums involved in the 
history of our own country, and prob- 
ably with figures never reached in any 
country. But, stupendous as these fig- 
ues are, and approximating actual in- 
come and outlay as accurately as pos- 
sible, it cannot be said with any degree 
of assurance that they may not have to 
be sharply revised upward as the war 
proceeds. As the President said: 


In this budget I make an initial request 
for a war appropriation of 13.6 billion dol- 
lars for the fiscal year 1943. Large supple- 
mental requests will be made as we move 
toward the maximum use of productive 
capacity. Nothing short of a maximum will 
suffice. I cannot predict ultimate costs be- 
cause I cannot predict the changing for- 
tunes of war. I can only say that we are 
determined to pay whatever price we must 
to preserve our way of life. 


In the table accompanying the mes- 
sage, the deficits for these fiscal years 
are estimated on the basis of present 
tax legislation: 


$18,631,800,000 
42,440,800,000 
These figures are only tentative, and 


subject to important modification by the 
course of events. 


As the message indicates, we are soon 
to have a national debt in excess of 
one hundred billion of dollars. Re- 
garding the debt, the President said: 


On the basis of tentative budget esti- 
mates, including new taxes, the Federal 
debt will increase from forty-three billion 
dollars in June, 1940, when the defense pro- 
gram began, to one hundred and ten billion 
dollars in three years later. This increase 
in Federal indebtedness covers also the fu- 
ture capital demands of Government cor- 
porations. About two billion dollars of 
this increase will result from the redemp- 
tion of notes of Government corporations 
guaranteed by the Federal Government. 

These debt levels require an increase in 
the annual interest from one billion dollars 
in 1940 to above two and five-tenth billion 
dollars at the end of fiscal year 1943. Such 
an increase in interest requirements will 
prevent us for some time after the war 
from lowering taxes to the extent otherwise 
possible. The import of this fact will de- 
pend greatly on economic conditions in the 
post-war period. 

Paying two and five-tenth billion dol- 
lars out of an extremely low national income 
would impose an excessive burden on tax- 
payers while the same payment out of a 
hundred-billion-dollar national income, after 
reduction of armament expenditures, may 
still permit substantial tax reductions in the 
post-war period. 

If we contract a heavy debt at relatively 
high prices and must pay service charges 
in a period of deflated prices, we shall be 
forced to impose excessive taxes. Our ca- 
pacity to carry a large debt in a post-war 
period without undue hardship depends 
mainly on our ability to maintain a high 
level of employment and income. 


THE BANKERS MAGAZINE for February, 1942 





I am confident that by prompt action we 
shall control the price development now and 
that we shall prevent the recurrence of a 
deep depression in the post-war period. 
There need be no fiscal barriers to our war 
effort and to victory. 


Bankers, one may be sure, will heart- 
ily assent to the President’s concluding 
statement that “There need be no fiscal 
barriers to our war effort and to vic- 
tory.” They understand that in addi- 
tion to the ability of industry and trade 
to pay taxes, and of the public to buy 
defense bonds and stamps, the banks 
of the country are fully prepared to 
supplement these financial resources to 
whatever extent may be required. 

Of remoter concern than war financ- 
ing, but hardly of less importance, is 
the effect of this huge financial pro- 
gram, not only on the country’s eco- 
nomic situation as a whole, but on the 
post-war situation of the Government’s 
obligations. These, indeed, may be af- 
fected long before the war ends. As a 
matter of fact, in recent weeks, some 
of these obligations required Treasury 
support, It is a well-known fact of 
financial history that Liberty bonds fell 
substantially below par shortly after 
the end of the previous World War. 
No argument is needed to show that 
both the banks and the public would 
prefer to buy bonds whose future value 
will be fairly well maintained rather 
than those whose value later on will 
substantially decline. While war ex- 
penditures cannot be reduced with the 
object of protecting the value of Gov- 
ernment securities, nonmilitary outlays 
can be kept down and taxation in- 
creased with this object in view. And 
such a policy would not be for the bene- 
fit of the investor in these securities 
primarily. It would be for the benefit 
of the Government, of the people them- 
selves. For the desirability of main- 
taining the public credit at the highest 
point is an essential to borrowing at 
the lowest rate. 


In the absence of very high taxation, 
the yields on many industrial securities 
are sure to be much in excess of the 
yield on Government obligations, and 
as an alternative to paying higher rates 
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on the latter, this excess yield on othe 
securities must be absorbed by taxation, 
thus depriving them of a preferential 
market position. 


© 


OUR GREAT PRODUCTION PRo. 
GRAM 


HE production program, as outlined 

by the President in his annual mes 
sage to Congress, is of staggering pro. 
portions, calling for an unprecedented 
output of planes, tanks, ships and mp. 
nitions of war, and embarking in this 
phase of industrial activity more tha 
one-half of the productive resources of 
the United States. When this program 
is completed, as assuredly it will be 
during this and the coming year, an 
these offensive and defensive weapons 
employed in the most effective manner, 
we shall then see a very different pic 
ture of the war situation from that now 
existing. In the meantime there is 
bound to be a considerable amount of 
impatience because of the unavoidable 
delay incident to the making of this 
production program effective from 3 
military standpoint. But this imps 
tience should not be manifested by criti- 
cism of the general purpose of this pol 
icy, which is evidently to accumulate 
the weapons of offense in such an over 
whelming volume as to render complete 
defeat of the enemy certain. Until this 
end can be achieved, it is our manifest 
duty to give all possible support to 
those countries like Russia and China, 
the one so gallantly pursuing the fleeing 
Germans in Europe, and the other the 
Japanese in China, while of course cor 
tinuing our support to Great Britain it 
keeping open the Atlantic sea lanes. 

All this has been said, not for th 
purpose of attempting to enter into the 
field of military strategy, but for & 
actly the opposite purpose, namely, to 
assist in the creation of a public opi 
ion that will leave to the rightful ar 
thorities decision in so vital a matter 
As a people, we are restless under ¢& 
lay; we want to go ahead and get ove! 
a disagreeable job as quickly as po 
sible, so that we may go on with ouf 
normal activities. Commendable as this 





Tue end-of-the-year state- 
ment has a distinct value in 
indicating the strength and 
facilities of a bank. But there 
are other factors of importance 
not shown among the assets. 


In casting up our accounts 
for 1941, we find listed the 
names of thirty-one additional 
correspondent banks. An ever 
widening circle of friends thus 
adds to our already ample 


opportunities for service. 


ces BME os. 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$46,000,000 


Member of Federal Deposit Insurance Corporation 
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spirit may be, it cannot be allowed to 
jeopardize the plan which superior in- 
telligence and authority have devised 
for winning the war. Otherwise, the 
country might rush into military or 
naval operations, which however bril- 
liant and spectacular in themselves, 
would not really advance, but possibly 
materially impede, the grand objective 
—the complete destruction of Hitler 
and his unsavory minions. 

Continued unity, embodying complete 
faith in our Government, faith between 
labor and industry, and in all our rela- 
tions, combined with an inflexible pur- 
pose unremittingly to bend every effort 
and to employ our resources, material 
and spiritual, without stint, will assure 
the objective just indicated. 

We are not fighting alone. Twenty- 
five other nations are enlisted with us 
in the fight for freedom, and before 
long the enslaved European nations will 
rise against the oppressor, as gallant 
Serbia and the Free French have al- 
ready done. 

And when the conflict is over, while 
we may not have the ideal world that 
many are hoping for, it will be an im- 


measurably better world than could pos- 
sibly exist under the unholy domina- 
tion of Hitler and his subservient 
satellites. 


© 


AFTER-WAR PROBLEMS 
HILE the job immediately ahead of 


the twenty-six nations now associ- 
ated in a primary objective—the over- 
throw of Hitler—remains as yet unac- 
complished, some statesmen, economists 
and industrialists are looking ahead and 
trying to meet some of the many per- 
plexing problems which are bound to 
confront them once the conflict is ended. 
Thus, Professor W. H. Hutt, in an 
illuminating address on “Distributive 
Justice,” published in the September 
issue of The South African Journal of 
Economics, sharply defines one of these 
problems: “There is only one road to 
material well being, namely, untram- 
melled utilization of resources. The 
abolition of all the obstacles to pro- 
ductivity—from tariff protection to min- 


imum wage rates—can alone ensure th 
maintenance or advance of standark 
when the war is over.” 

How difficult it will be to bring aboy 
the general acceptance of such a pro 
gram may be readily imagined. Fy 
it rests upon the assumption that ng 


‘only the various groups in any py. 


ticular country are bound together }y 
mutual interests, but that all natiox 
are likewise so concerned. 

Some centuries ago, it was observe 
by one Marcus Aurelius, “That whic 
advantages not the hive advantages not 
the bee,” but this conception of world 
wide solidarity has made scant prog 
ress since the long-ago time of the wis 
Roman Emperor. Will it be advanced 
just a little by the world conflict noy 
in progress? 

It is known that some of the gre 
American industrial corporations ar 
already planning to provide for th 
readjustments which the end of the wa 
will inevitably demand. Just as they 
have been rather suddenly called on to 
change from production for civilian 
consumption to armament production, 
quite as suddenly they will find it neces 
sary to reverse the process. This wil 
call for the scrapping of plants and 
machinery, labor readjustments, the dis 
covery of new methods, and of new 
products. Fortunately, our great cor 
porations realize all this, and wha 
the war ends, as presumably some time 
it must, they will not be found unpre 
pared to meet the changed situation. 

But this applies only to a relatively 
small part of our industrial mechanism. 
It does not touch agriculture. One of 
the unfortunate left-overs of World 
War No. I was the unsound stimulation 
brought to agriculture and the diss 
trous speculation in farm lands by 
which it was followed. Recent legis 
lative proposals at Washington woul 
seem to indicate that the lesson of this 
experience has been forgotten. 

Manifestly, the matter of first impor 
tance is the defeat of Germany, Japat 
and Italy, but it is also the part o 
prudence to look ‘ahead and take stock 
of the situation once that highly desi 
able objective shall have been achieved. 
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Economic Recovery 


In Argentina 


REMARKABLE improvement is tak- 
ing place in the economic position 
of Argentina. Two short years 
ago, a serious crisis threatened to un- 
dermine the stability of this country, 
then staggering under the burden of un- 
salable surpluses in agricultural and 
pastoral products. That peace-time em- 
harrassment is now turning into a war- 
time blessing. The foreign exchange 
situation has already become so much 
better that the Government was able to 
relax its import permit system which 
had been in force since December, 1938. 
As of July 1, 1941, restrictions were 
lifted in respect to about 80 per cent of 
the imported foreign goods, with only 
luxury and non-essential items still re- 
maining under control. Symbolic of 
this reversal in policy, the “Exchange 
Control Office” was closed and its func- 
tions were transferred to the Central 
Bank. 

Argentina’s troubles during the 1930’s 
were not identical with those of most 
other South American countries because 
her exports consisted almost entirely of 
grains, livestock, and their by-products; 
these items competed with commodities 
raised by her principal customers. Bur- 
densome surpluses harassed the coun- 
tty. The Government purchased excess 
stocks of grains at guaranteed prices, 
similar to steps taken in the United 
States. The outlay of huge sums of 
money for these operations was a severe 
strain on the public purse. 

The second largest state in Latin 
America, Argentina occupies an area 
corresponding to that part of the United 
States which lies east of the Mississippi, 


By Frederick M. Stern 


plus Louisiana and Texas. The popula- 
tion, numbering 13,318,320 on Decem- 
ber 31, 1940, is about 97 per cent of 
European stock, largely Italian and 
Spanish. Therefore, it is natural that 
a preference prevailed for doing busi- 
ness with the Old World, rather than 
with the New. This racial distribution 
also explains the pro-Axis sympathies 
which were rampant in the country un- 
til recently. It is believed, however, 
that these political tendencies are on the 
decline as the result of the actual in- 
volvement of the United States and 
other American nations in World 
War II. 

The richest agricultural region of 
Argentina, the central “Pampa,” has a 
temperate climate in which grow most 
of the nation’s wheat, corn, oats, flax- 
seed and livestock. In 1940, the prin- 
cipal exports were wheat (19.9 per cent 
of the total), corn (6.0 per cent), frozen 


‘“‘The current conference of 
the American Republics held at 
Rio de Janeiro has served to 
focus increasing attention on 
the economic and financial prob- 
lems of our South American 
neighbors, says the author of 
this article in which he outlines 
recent economic recovery in 
Argentina. 

Mr. Stern is a member of the 
New York Stock Exchange. 
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TABLE No. 1 
Percentage distribution of foreign trade, with principal customers 


Exports to 


Year Grt. Brt. 


36.1 
17.5 
12.0 

8.1 
12.7 


27.8 
29.1 
17.2 
17.6 
16.1 


*Nine months. 


beef (13.1 per cent), canned meat (3.1 
per cent), frozen mutton (2.9 per cent), 
wool (12.3 per cent), hides (7.1 per 
cent), linseed (8.4 per cent), and que- 
bracho (2.1 per cent). 

Imports in the same year consisted 
mainly of fuels and lubricants (17.5 
per cent of the total), textiles (17.4 per 
cent), machinery and vehicles (9.9 per 
cent), iron and steel (9.2 per cent), 
chemicals and pharmaceuticals (8.5 per 
cent), foodstuffs (7.2 per cent), metals 
(6.0 per cent), paper (5.8 per cent), 
etc. 

The United Kingdom has been Argen- 
tina’s best customer for many years, 
taking about one-third of all foreign 
shipments, and supplying about one- 
fifth of all imports. Over a long period 
of time, Great Britain has obtained a 
large quantity of her meat supplies 
from Argentina. These purchases 
amounted to 510,000 tons for the year 
ending August 31, 1941, and the same 
volume was contracted for the following 
year, at increased prices. 

Exports to England are in excess of 
imports. The balance of payments, fa- 
vorable to Argentina, led to an accumu- 
lation of blocked sterling funds in Lon- 
don, estimated recently at 13.5 billion 
pounds ($54 million). Amounts over 
one million pound sterling may be con- 


400 THE 


U.S. Japan G’many Belgium France Brazil 


0.3 0.2 5.8 
a 5.8 5.3 
5.7 
11.5 
6.8 


0.4 
0.7 
9.1 
10.1 
10.6 


verted into gold, but no provision 
made for physical transfer of the met 
thus acquired. Reasonable sums may, 
however, be withdrawn in foreign ex 
change to meet public debt requir. 
ments of Argentina. Recently, abou 
£1.5 million were unfrozen through r 
patriation of called internal peso bonds 


(cedulas) which had been requisitioned, 


by the British Treasury from English 
owners. Discussions are now under way 
for repurchase of additional British 
holdings. English investments in Ar 
gentine Government bonds, railroad 
and commercial enterprises stood a 
£417 million ($1,681 million) at th 
close of 1940. 


Trade With U. S. 


Trade with the United States had bee 
greatly hampered by lack of adequat 
dollar exchange, as well as by the sup 
plementary nature of the export pos 
tions in both countries. The United 
States éxcluded, for instance, Argentine 
meats through discriminatory legisl 
tion. A most important step, however 
in the commercial relations of the tw 
nations was the signing of the first mt 
tual trade pact since 1853 which took 
place on October 14, last. This agree 
ment benefits 75 per cent of Argentina’ 
exports by tariff concessions on lin 
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TABLE No. 2 
Foreign Trade statistics (in thodsands of \ dollars) 


Year Total exports 


326,038 
350,898 


428,380 


549,365 


*Nine months. 


canned meats, wool, hides, quebracho, 
wines, liqueurs, etc. In return, duty 
reductions were made on about 30 per 
cent of United States shipments, such 
‘as automobiles, wood, cement, chemi- 
cals, etc. Fruits appear on both lists, 
because the seasons of the two contract- 
ing nations are reversed, and each sup- 
plements the other in fresh fruits. 

While the United States took only 
about 12 per cent of Argentine exports 
in recent pre-war years, the percentage 
reached 36 per cent in the first six 
months of 1941. Our purchases of wool, 
hides and skins, metals and minerals 
increased by volume as well as by value. 
This demand is certain to continue for 
the duration, owing to our increased 
military and civilian consumption. Pur- 
chases of canned meats by the United 
States Army are expected to run into 
large figures with the further expansion 
of our forces. 

The United States Government of- 
fered to take all surplus wool, hides 
and metals for a period of three years. 
Credits totaling $110 million by the 
Export-Import Bank of Washington 
and the U. S. Treasury Department 
have not yet been ratified by the Argen- 
tine Congress and may be found un- 
necessary in view of the economic im- 
provement during the past year. 

An Argentine-United States Trade 
Promotion Corporation was formed re- 
cently to stimulate the development of 
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Total imports 


266,411 
358,197 


459,038 
337,679 
430,374 
469,082 
388,197 


Exports to... Imports from 
the U.S. aot. the. US, 
124,178 65,890 — 
59,777 91,068 


83,301 
61,914 
40,709 
138,940 
65,882 


106,877 
70,945. 
86,793 
94,183 
56,910 


new non-competitive exports from the 
southern country. Articles formerly ob- 
tained from Italy, Czechoslovakia, Po- 
land, Austria, are to be sponsored by 
this agency, such as wines, minerals, 
dairy products, ‘vegetable oils, furs, 
leather goods, textiles, etc. In ex- 
change, North America is to supply mo- 
tor vehicles, refrigerators, tractors, 
heavy machinery, office equipment, etc. 
Nevertheless, difficulties are being en- 
countered in obtaining deliveries from 
the United States due to priorities, but 
the Economic Defense Board of Wash- 
ington is working out a schedule of 
needed materials to be released through 
certification from the War Production 
Board. 


Cargo Shortage 
With the loss of the Ukraine as the 


principal grain producer of Russia, 
large requirements of the Soviet Union 
may absorb some of Argentina’s accu- 
mulated reserves, provided that trans- 
portation can be secured. Already the 
cargo shortage is severe. Ships arriv- 
ing in the first six months of 1941 had 
a capacity of 2,349,000 tons, whereas 
4,146,000 tons came into Argentine 
ports in the first half of 1940, and 
2,544,000 tons in the second part of 
that year. The cost of transporting 
grain has actually become higher than 
its value. To relieve this lack of ship- 
ping bottoms, immobilized Axis ships 
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TaB_e No. 3 
National debt * (as of June 30, 1940) 


Government debt 
Provincial debt 
Municipal debt 
Total 


Internal bonds amounting to 


Pesos 5,291,382,000 
1,533,186,000 


798,700,000 


7,623,268,000 


Pesos 5,670,270,000 


External bonds, ............ U. S. Dollars 273,177,642 
Pounds Sterling 63,932,121 


Ln "i EN Seen 
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Spanish Pesetas 


2,785,000 


- 160,675,256 


80,519,500 
———. Pesos 1,952,998,000 


Total 7,623,268,000 


*The official rate of exchange is $0.2978 per peso. 


in Argentine harbors were taken over. 
On August 25, last, the Government 
bought 16 idle Italian steamers for 
about 60 million pesos ($14.4 million), 
payable after the war, half in Treasury 
bills, and half in produce. Their ca- 
pacity of 88,328 tons raised the coun- 
try’s merchant marine by almost one- 
third, to 401,298 tons. 

The present abnormal demand for the 
nation’s products may, however, sub- 
side again at the end of the war. What- 
ever the outcome, Europe may want to 
become more self-sufficient, and so may 
the British Empire. Accordingly, Ar- 
gentina has begun to revise its formerly 
rather indifferent attitude towards Pan 
American efforts to establish hemisphere 
solidarity. She is now codperating in 
the work for increased commercial in- 
terchange between the twenty republics 
of Central and South America. 

Argentina is in a favorable strategic 
situation for inter-American trade. She 
is the principal exporter of wheat on 
the southern continent, whereas Brazil, 
Cuba, Bolivia, Paraguay and Venezuela 
are importers of that grain on balance 
and could even increase their consump: 
tion with a higher standard of living. 
Total shipments from Argentina to 
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Latin American destinations constituted 
only 12 per cent of all exports in 1940, 
In itself, this is an indication of som 
progress, as the percentage is larger 
than the previous years (8.4 per cent 
in 1939, and 11 per cent in 1938). 

On the other hand, Argentina offer 
her neighbors a market for combust 
bles and lubricants, rubber, metals and 
ores, tobacco, cotton, jute (sacking fo 
the packing industry) , coffee, cocoa and 
tea. She will provide an ideal outlet 
for the steel industry which is to k 
established in Brazil. In 1940, onl 
15.8 per cent of all imports were de 
rived from the southern hemisphere. 
The comparative figures for 1939 and 
1938 were 12 per cent and 10.3 per 
cent respectively. 

Statistics for 1941 will show a fur 
ther increase in this trade. Much re 
mains, however, to be done yet, and in 
recognition of the unexploited oppor § 
tunities for additional inter-Americal 
commerce, Argentina concluded during 
the last year reciprocal trade agree 
ments with Brazil, Canada, Chile, Co- 
lombia and Cuba. A contract with Bo 
livia arranged for Argentine financing 
of a railroad connecting Bolivia’s ail 
fields with terminals at the frontier. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, December 31, 1941 


RESOURCES 


CasH AND DUE FROM BANKS . ...... ~~ « « $1,248,516,343.94 


U. S. GOVERNMENT an DIRECT AND FULLY 
GUARANTEED oo o +) & @ © © om 0 wo 1s 6. Apeeergeeeeee 


STATE AND MUNICIPAL ‘Sens OF xe! ey Seen 125,045,060.17 
STocK OF FEDERAL RESERVE BANK ......-..- 6,016,200.00 
OTHER SECURITIES . .. Su terale .  194,989,187.80 
Loans, DISCOUNTS AND nr ‘eee ‘ - .  802,221,308.65 
UTI ise og cal er fe Me, ge et ce 37,775,473.15 
Orman Heat EGTATe . ww hw ew 6,842,700.13 
MorTGAGES . . oe ker cee 8,729,425.18 
CUSTOMERS’ Accurtance Laaerste a 6,965,977.86 
oo a af ie ‘ 9,853,853.88 


$3,811,802 ,804.96 


LIABILITIES 
CaPITAL FuNDs: : 
CapiraL StocK ..... » - « « $100,270,000.00 
SURPLUS . .. cee « « « « « SOR FOCGRO 
UNDIVIDED Pacwcss ao es ee Ser. ae 


$ 240,909,834.49 
DIVIDEND PAYABLE FEBRUARY 1, 1942 . ....... 5,180,000.00 
RESERVE FOR CONTINGENCIES . . 1. 1 ss tw we we 11,375,028.06 
RESERVE FOR TAXES, INTEREST, ETC... . . . .. 2... 3,032,603.47 


DEPOSITS ... eee eee eee 
ACCEPTANCES Ouretamane Sher tous ee 8,241,999.24 


LIABILITY AS ENDORSER ON installs AND Seine BILLs 575,267.46 
Ce UUM 5 Gm Se SS Oe we ee 7,521,455.02 


$3,811,802 ,804.96 


United States Government and other securities carried at $354,906,037.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Paraguay was included in the Argentine 
clearing agreement with Great Britain 
through a foreign exchange pact. 

The entire foreign trade of Argen- 
tina resulted in an export surplus dur- 
ing the first ten months of 1941 of 
184,458,000 pesos ($44.2 million). In 
the same period of the preceding year, 
imports had exceeded exports by 70,- 
607,000 pesos ($16.9 million). Thus, 
in the short space of one year, the bal- 
ance of international payments im- 
proved by more than $61 million in 
favor of Argentina. 

Argentina has become the leading 
manufacturing nation of South Amer- 
ica. During the last ten years, a rapid 
industrial expansion absorbed most of 
the unemployed former farm laborers, 
and a large number of small and me- 
dium-sized plants were constructed 
which produce a variety of processed 
foods, textiles and light industrial 
goods. 

A bill recently introduced in the Ar- 
gentine Congress provides special fa- 
cilities for financing new businesses for 
the diversification of domestic output. 
In that connection, the Central Bank 


is to advance credits up to one billion 


pesos ($240 million) running for a 
maximum of fifteen years. A notable 
tendency has been the will to surmount 
difficulties and to make adjustments 
with changing conditions. When coal 
shipments from abroad (mainly the 
United Kingdom) were severely cur- 
tailed through the war, measures were 
taken to overcome the fuel shortage by 
mixing corn with coal for the use of 
railroads, industry and public utilities, 
thus tackling two problems with one 
stroke. 

In its financial transactions the Ar- 
gentine Treasury has been using ortho- 
dox methods of finance. It has just 
completed two large-scale conversions 
of internal bonds by refunding 44 per 
cent and 5 per cent non-taxable gov- 
ernment loans and 5 per cent national 
mortgage bonds through new 4 per cent 
taxable issues. Both operations fol- 
lowed each other in rapid succession 
and were concluded with great success, 
only a few bondholders electing to avail 
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themselves of the alternate cash re- 
demptions. 


Argentina scrupulously maintained 
her external debt service, although 
a number of Latin American countries 
suspended their payments during the 
depression in the early 1930's. 
Thanks to its high credit standard, 
the nation was able in 1936 and 
1937 to refund high coupon bonds with 
new 44 per cent and 4 per cent long- 
term loans. In 1938, a ten-year 44 per 
cent issue was floated in New York for 
new money. All loans are equipped 
with cumulative sinking funds which 
become powerful stabilizing factors as 
the years pass. At prevailing prices 
the Argentine dollar bonds yield more 
than 7 per cent per annum to maturity. 

For the convenience of American 
holders, arrangements have just been 
completed to effect the collection of 
coupons and matured bonds on a num- 
ber of Argentine sterling loans, 
through the facilities of New York City 
banks to avoid the risks and expenses 
entailed in shipping securities to 
London. 

With the dollar bonds listed on the 
New York Stock Exchange selling more 
than 25 points under the prices pre- 
vailing in Buenos Aires for compa- 
rable internal issues, substantial pur- 
chases for repatriation have beeen wit- 
nessed. Despite the recent relaxation 
of foreign exchange control, the invest- 
ment of private Argentine capital in its 
own dollar bonds has been retarded, 
however, owing to the stipulation that 
coupons must be presented for payment 
in New York. The provisions of the 
U. S. foreign funds freezing regula- 
tions often raise great technical difficul- 
ties and cause long delays inasmuch as 
it becomes necessary to establish “good” 
ownership continuously since April 8, 
1940, and to trace the placement of 
securities for the entire period back to 
July 1, 1939. 

The current conference of the Ameri- 
can republics held in Rio de Janeiro 
has served to focus increasing attention 
on the economic and financial problems 
of our South American neighbor. 
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Inflation .. . and 


Related Problems 


i By Clarence H. Haines 


HE forces which determine inflation 

and deflation must be controlled if 

this nation is to emerge from the 
chaotic conditions of post-war economic 
crises. Inflation is the expansion of 
flexible components in our economy 
which give rise to the phenomenon of 
business cycles. 

In past periods inflation acquired an 
ugly stigma by being associated only 
with an expansion of the number of 
currency units or a debasement of the 
monetary standard. In recent years the 
term generally has been used to denote 
a spiraling of the price structure and 
the concomitant higher st of living. 
A discussion of the de’! -ment of the 
monetary standard is unnecessary here 
as we have had a recent example in the 
reduction of the gold content of the 
dollar. Such proceedings are primarily 
of an international character and have 
little import in our domestic economy. 
Inflation of the number of currency 
units, as in the classic and over-done 
case of Germany, is rare. 

The United States has a flexible mon- 
etary syster. by which the Congress 
maintains sole control with certain lim- 
ited powers delegated to the Treasury 
Department and the Board of Gover- 
nors of the Federal Reserve System. 
There is no reason to fear currency in- 
flation in this country today for these 
reasons: (1) the issuance of Federal 
Reserve notes is safeguarded 100 per 
cent by the pledging of collateral, (2) 
the Federal Reserve notes are released 
for circulation by the Fiscal Agent 
only as the demands of business require, 
and (3) any currency outstanding not 


needed by the business system is de- 
posited in the commercial banks which 
in turn deposit in the Federal Reserve 
banks. 

The prevailing understanding of in- 
flation is a spiraling of the price struc- 
ture. Further on in this article con- 
crete suggestions will be made for the 
control of some important causes of 
higher prices. 

It is important to bear in mind that 
inflation and deflation are integral parts 
which cannot be dissociated from the 
business cycle and that the inflation- 
deflation sequences of certain elements 
in our economy constitute the fluctuat- 
ing phases of our business cycles. 


Inflation of Bank Deposits and Loans 


A statement often appearing in arti- 
cles by dilettante writers contends that 
by the process of making a loan, a 
bank creates deposits “out of thin air.” 
That impression should be corrected. 


The author of this article has 
for some time been a member of 
the staff of the Harvard Trust 
Company in Cambridge, Mass., 
and has contributed a number 
of articles to this magazine. He 
is a Fellow of the Royal Eco- 
nomic Society and a member of 
the Academy of Political Sci- 
ence and the American Statisti- 
cal Association. 
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‘‘There is no reason to fear 
currency inflation in this coun- 
try today for these reasons: (1) 
the issuance of Federal Reserve 
notes is safeguarded 100 per 
cent by the pledging of collat- 
eral; (2) the Federal Reserve 
notes are released for circulation 
by the Fiscal Agent only as the 
demands of business require, 
and (3) any currency outstand- 
ing not needed by the business 
system is deposited in the com- 
mercial banks which in turn de- 
posit in the Federal Reserve 
banks.’’ 


A business does not negotiate a loan 
unless it intends to use the funds. Be- 
cause of this, a bank does not make a 
loan unless the funds are available. As 
the funds are withdrawn shortly after 
a loan has been made, there is no infla- 
tion of the deposits of that particular 
bank. However, the same funds usu- 
ally reappear in the deposits of some 
other bank. In this latter bank the 
funds remaining after allowance for 
certain reserves may be loaned. 

It is by this process that in theory 
we can have loan and deposit inflatior, 
but as a matter of practice it does not 
become extended enough to give any 
concern, as frequently other debts are 
extinguished by the use of such rede- 
posited funds. Bank loan expansion is 
caused by the improved outlook for 
business. The credit base of bank de- 
posits facilitates expansion but does not 
cause inflation. 

There are two methods by which it 
would appear that the banking system 
as a whole, as distinguished from an 
isolated bank, may inflate credit out of 
thin air. A commercial bank in need 
of loanable funds may obtain a deposit 
credit to its account on the books of 
the Federal Reserve Bank by the pledg- 
ing of acceptable collateral. The use 
of the book credit in the process of 
loaning funds results in an increase of 
the total deposits of all banks. Cus- 


tomarily such extensions of credit by 
the Federal Reserve banks to member 
banks have been of a short term char- 
acter. Banks have been reluctant to 
avail themselves of this privilege lest 
some uninformed persons misinterpret 
the action as a sign of weakness. In 
reality it signifies that bank business 
is better than usual. 

By the other method the deposit credit 
base of the banking system as a whole 
can be inflated by the process of pur- 
chasing new issues of Government bonds 
and crediting the account of the United 
States Treasury. It is important to bear 
in mind that an individual bank does 
not purchase the bonds in this manner 
unless it has the reserve available for 
investment and can withstand the with- 
drawal. When the funds are used by 
the Treasury they are ordinarily de- 
posited in another bank by a customer 
who has transacted business with the 
Government. By this process of bank 
purchasing of Government bonds the 
deposits of the whole banking system 
are increased by the amount of the new 
issue of Federal debt absorbed by the 
bank, and the net inflation of such bank 
deposits less the reserve requirements 
is available for loaning. 

The point which I have tried to bring 
out is that one must distinguish and 
make clear whether one is referring 
to the effects of these processes on an 
individual bank or on the whole bank- 
ing system. 


Security Price Inflation 


The stock market inflation of 1929 is 
a classic example of the dislocation be- 
tween supply and demand which can 
occur due to the lack of proper con- 
trols. Of course that catastrophe is not 
likely to happen again, as the financial 
system which made possible that specu- 
lative orgy has since been reformed by 
Federal legislation. Since the advent 
of these corrective measures, however, 
stock market averages have fluctuated 
as much as 50 per cent either way in 
the course of one year’s time. Specu- 
lation and not investing is responsible 
for such wide movements. Therefore 
it is advisable to narrow the possibili- 
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ties for such drastic inflationary and 
deflationary movements by removing 
one of the mediums which encourage 
it. It is suggested that the Board of 
Governors of the Federal Reserve Sys- 
tem be authorized to prohibit their 
member banks from loaning for the 
purpose of carrying securities, and that 
should also include brokers’ loans 
which are used indirectly for specula- 
tion. Why should gamblers be assisted 
by using the money of the people? Does 
that type of loan have any economic 
utilitarian value? 

A bank investment trust might be es- 
tablished for supervising the investment 
portfolios of banks. The secondary re- 
serves of the country banks thus in- 
vested in the certificates of such a com- 
mon fund could be supervised by or- 
ganizations of capable and qualified 
statisticians, security analysts and 
economists. The reason for this pro- 
posal is twofold: (1) as many coun- 
try banks have neither the officials qual- 
ified as investment experts nor the ex- 
ecutives with the time to devote to the 
security markets, the proposal would 
provide a sound system; (2) such a 
fund could be a market stabilizer for 
high grade investment securities. 


Inflation of Consumer Credit 


The installment payment plan is a 
comparatively newcomer in the field of 


credit inflation. Its rapid growth has 
exceeded the ability of economists to 
analyze and fully recognize its impor- 
tance in affecting the inflationary and 
deflationary phases of the business 
cycle. Keen sales competition has made 
installment payment plans a force to 
be reckoned with in any study toward 
the elimination of concentrated buying 
periods. As employment and income 
increase during the upward surge of 
the business cycle a large percentage 
of the consumers in the $1,000 to $3,600 
annual income group have a decided 
propensity to meet their present and 
future requirements for necessities and 
luxuries by mortgaging their future 
earnings. This tendency promotes the 
intensity of the inflationary stage of 


the business cycle. The decrease in 
new buying, which follows while the 
“over-buyers” are living on their pur- 
chases and reducing their debt, gives 
impetus to a deflationary movement 
because the sustaining cushion has been 
expunged. 

This phase of the business cycle fre- 
quently gathers momentum in its course 
as it is by nature cumulative and con- 
tagious. This alternate concentration 
and withholding of funds in the pur- 
chase of goods materially dislocates the 
possibilities for a constant flow of the 
various forms of wealth. Recently the 
Government initiated a regulation gov- 
erning the extension of installment 
credit by placing certain limitations 
thereon as a national defense measure. 
Such authoritarian orders can help to 
mitigate the inflationary and deflation- 
ary tides of the business cycle. An im- 
proved form of this regulation after the 
war emergency has passed is a distinct 
possibility and worthy of consideration. 
Successful experiments conducted under 
war-time conditions in the political sci- 
ence laboratory can be and should be 
tried during times of peace. The frui- 
tion of such trials skilfully engineered 
by a peace-time OPM could minimize 
the deviations above and below the line 
of theoretical normalcy. 


Inflation of the Federal Debt 


Do you go through life seeing disas- 
ter befall others and saying to yourself 
quite serenely that it can’t happen to 
you? Have you known times when 
you could foresee the prospect of hav- 
ing to carry an unplanned financial 
burden and then dismissed that sudden 
realization because of the depressing 
effect it had upon you? Now we must 
struggle with this long apprehended in- 
flation of the Federal debt and not com- 
plain of the burden. Those of you who 
are not prepared to assume your duties 
as tax-paying citizens may flounder 
when the national defense appropria- 
tions are translated into expenditures 
with the resulting inflation of the Fed- 
eral debt and the increased income 
taxes. 
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If our representative form of govern- 
ment is to be maintained we must con- 
front this problem with an intelligent 
and farsighted policy. It has been said 


that a schoolboy can ask more questions’ 


than a society of college presidents can 
answer. However, the following ques- 
tions suggest the gravity of the prob- 
lems to be met by Vice-President Wal- 
lace’s advisory committee considering 
post-war problems. 

1. When the war emergency has 
passed and defense expenditures are de- 
celerating, what will take up the slack 
in business? Will future debt inflation 
be necessary to “prime the pump”? 

2. What will be the situation of the 
Government bond market, the tax base 
and the collection of taxes after so 
many years of unbalanced budgets? 

3. How will the social security plan 
withstand the strain of a serious unem- 
ployment crisis considering that the col- 
lected tax premiums have been invested 
in Government bonds and in this man- 
ner spent for purposes which provide 
no return? Will further debt inflation 
be necessary to dispose of this obliga- 
tion? Does it mean that American 
workmen will be taxed again if they 
are to receive the benefits of social secu- 
rity insurance? 

The prohibiting of the construction 
of buildings and many manufactured 
articles now is creating a potential de- 
mand reserve for future release. The 
switch-over from a war economy to a 
peace economy is not an easy matter, 
however, and might be accompanied by 
a further unbalancing of the equilib- 
rium. 

In regard to safeguarding the Fed- 
eral finances, the markets and the solv- 
ency of the nation in general, one major 
suggestion is offered which will require 
the optimum of patriotism and codper- 
ation of the corporate and private 
wealth of the country. The formation 
of a gigantic corporation by private 
financial interests might be considered 
for the purpose of purchasing U. S. 
Government securities in the open mar- 
ket when, as and if the price declines 
to a discount of 10 per cent under par. 
The acquired bonds could be returned 
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to the U. S. Treasury for retirement and 
new issues accepted in exchange. For 
example, suppose that in a general de- 
flation of the security markets $100,- 
000,000 of the Treasury 3s of 1955-5] 
were offered at 90 (that could happen 
here), by the functioning of this pro- 
posed corporation this offer could be 
closed and the $100,000,000 of bonds 
could be returned to the Treasury for 
retirement and $90,000,000 of a new 
issue could be accepted in exchange at 
the same interest rate. By the opera- 
tion of this principle the corporation 
would hold $90,000,000 (cost price) in 
U. S. obligations and later when condi- 
tions improve arrangements might be 
made for their disposal. The funds 
then could be invested otherwise as will 
be explained shortly. This operation 
would permit the Government to reduce 
its outstanding debt $10,000,000 and to 
realize an annual interest saving of 
$300,000. Any repetition of this hypo- 
thetical case ultimately could be re- 
flected in lower Federal expenses and 
taxes. 

Several questions may be raised 
against this proposal, such as the ob- 
taining of sufficient codperation and 
the manner of investing the funds when 
they are not needed in support of Gov- 
ernment securities. Only the latter will 
be considered here. The operation of 
the same principle would hold regard- 
ing the purchase, exchange and retire- 
ment of corporate indebtedness selling 
at a discount. The only difference be- 
ing that the rehabilitating corporation 
should be entitled to a profit commen- 
surate with the service performed. 


Inventory Inflation 


A common “intensifier” of higher 
prices and the inflationary phase of 
business cycles is the building up of 
inventories to a reserve greater than 
will be needed to meet normal demands. 
A number of advisory services have rec- 
ommended that corporations and indi- 
viduals anticipate their future require- 
ments for commodities and manufac- 
tured articles by purchasing at present 
prices. This advice and the action upon 
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it is un-American and unpatriotic. Such 
inventory inflation means that those 
with the means take an unfair and anti- 
social advantage over those less fortu- 
nate. The procedure whereby a future 
demand and a current demand are com- 
pounded tends to inflate the current 
price, providing the price is not pegged 
or has not reached an agreed ceiling. 
Such superimposition of future business 
upon the flow of current business taxes 
present facilities and in many instances 
requires the assistance of additional per- 
sonnel. After this extraordinary de- 
mand has effected adjustments in the 
price structure, the industries and indi- 
viduals discontinue purchasing and 
work off their previously acquired re- 
serves. This situation tends to induce 
a deflationary movement and increase 
unemployment. The action also tends 
to spread and to depress other com- 
ponent sources of the national income. 

In the past it has been considered by 
corporations a prudent policy to pur- 
chase long in advance of need, antici- 
pating price rises, increased taxes, 
higher wages, labor disputes, scarce 
supplies, et cetera. The practice should 
be relegated to its proper place on the 
shelf with other antisocial plans. To- 
day human rights are being recognized 
as paramount to property rights. A 
regulation which assures an even flow 
of commodities, manufactured products 
and other articles to all the people at a 
fair price may be termed by some as a 
form of national socialism, but the days 
are numbered for those fortunate few 
of the past who profited at the expense 
of the many. 


Inflation of Farm Prices 


Groups of parasites, sometimes known 
as grain speculators, by their operations 
in the “futures” markets of the various 
Boards of Trade, determine the income 
which farmers shall receive for their 
efforts. Milling companies buy grain 
and manufacture products to sell at 
prices which cover the costs plus fair 
and reasonable profits. Would they 
tolerate the dictation of their selling 
prices by speculators? Yet the situa- 


tion of the farmers is the reverse of 
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**It is advisable to narrow the 
possibilities for drastic inflation- 
ary and deflationary movements 
by removing one of the mediums 
which encourage it. It is sug- 
gested that the Federal Reserve 
System be authorized to pro- 
hibit their member banks from 


loaning for the purpose of car- 
rying securities, and that should 


also include brokers’ loans 
which are used indirectly for 
speculation. Why should gam- 
blers be assisted by using the 
money of the people? Does that 
type of loan have any economic 
utilitarian value?’’ 





that of the manufacturers. Does the 
speculator perform any economic func- 
tion which could not be performed bet- 
ter and with less disruption to our total 
economy by some other method such as 
marketing the crops through a Govern- 
ment agency or preferably by a codper- 
ative association? If all the grain crops 
were marketed through a farmers’ co- 
operative allowing the Government to 
take the surplus for an “ever-normal- 
granary” and foreign barter, the farm- 
ers would be more assured of a steady 
return commensurate with their efforts. 
Furthermore, why should the cost of liv- 
ing of all consumers be influenced by 
the speculations of the gamblers? Why 
should these traders be allowed to in- 
flate and deflate prices for personal 
gain at public expense? Wouldn’t it 
be far better for both the producer and 
the consumer if the “futures” markets 
were eliminated and the farmer codper- 
atives extended in scope to include the 
majority of the marketings of agricul- 
tural crops? The stability of grain 
prices resulting from such a system 
would be in the interest of all the 
people. 


War Inflation the Great 
‘‘Disequilibrator’’ 


Recurring wars are the great upset- 
ters of the apple cart. They cause the 
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scramble for the few apples which are 
not needed in the national defense. The 
few securing apples leave only the seeds 
of discontent for the others. That is 
the core of our problem, and the allu- 
sion explains quite simply why it will 
be necessary for our Government to 
ration the few apples and place a ceil- 
ing on prices. 

There was a period in the past decade 
when school children in this most 
wealthy of all nations were suffering 
from malnutrition due to the incomes of 
their families being badly depleted if 
not nonexistent. This slow form of 
starvation was not due to a lack of food 
in the country but to our system of dis- 
tribution founded on the democratic 
political philosophy of “laissez faire.” 
We made some efforts to ameliorate 
this condition only to have them criti- 
cized by some reactionaries as not the 
American way. With a war raging in 
all parts of the world we are now com- 
pelled to adopt rationing in a limited 
way, and possibly other methods of 
regimentation may have to be used be- 
fore we defeat the aggressive dictators. 
If social control of economic forces and 
goods is successful in the conduct of 
war, why should we object to adapting 
the same principles to peace efforts? 
Is the right to unlimited free enterprise 
more important than the life, health and 
happiness of our people? 


The Flow of Wealth 


As previously stated, “inflation” is 
an expansion of some element or com- 
bination of elements in our economy 
which tends to produce an upward 
movement in our business cycle. This 
may or may not be attended by higher 
prices, but is always followed by a de- 
flationary movement. Inflation is al- 
ways a dislocation of supply and de- 
mand of one form or another, such as 
the change in tempo of the distribution 
of commodities and products, or an 
alteration in the flow of wealth. The 
purpose of wealth is to flow in a con- 
stant stream rather than to be stored in 
a few private reservoirs. This new 
concept of the function of wealth is 
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gaining in favor and being effectuated 
by reformative tax measures. 

The relocation of factories to the 
locale of the origin of the raw com- 
modities should be encouraged. It 
would be expedient as a method of com- 
bating the seasonal unemployment of 
agricultural workers who comprise one 
of our lowest income groups. Already 
many cotton mills have migrated from 
New England to the South, and a num- 
ber of shoe factories have been con- 
structed in the Middle West. 

The scaling down of debt by a novel 
process of exchange of old securities 
for new evidences of indebtedness dur- 
ing periods of general market declines 
was suggested earlier in this article. 
Closely akin to this should be consid- 
ered a revival of the Chandler Bill, re- 
vamped to be more extensive in scope 
and so as to encompass all industries. 
Originally it was enacted for the bene- 
fit of the railroads alone over a trial 
period of one year. The legislative in- 
novation was passed to prevent some 
“border-line” railroads from entering 
the bankruptcy court. By this plan 
courts were authorized to sanction cer- 
tain capital reorganizations making the 
exchange of old securities for new 
forms binding on minorities. The ob- 
ject of this suggestion is to bar minority 
bondholders from delaying and prevent- 
ing the reorganization of capital struc- 
tures, and to assist in deflating the in- 
flated condition which exists in many 
corporations today. 


Changed Views 


Have your views changed in the last 
decade? Ten years ago, could you vis- 
ualize a Federal debt passing the $100,- 
000,000,000 mark without a question of 
national solvency? Ten years ago, did 
you consider social security insurance 
as the concoction of “parlor pinks”? 
Ten years ago, did you expect to see a 
Government agency guarantee bank de- 
posits up to $5,000? Ten years ago, 
did you think that a managed currency 
would be in operation here today? Ten 
years ago, did you look with suspicion 
upon the regulation of stock exchanges, 
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the issuance of securities, and the dic- 
tation of corporation policies by a Gov- 
ernment agency? Ten years ago, would 
you have given serious consideration to 
an Agricultural Adjustment Act and 
the measures which have been adopted 
for farm relief? Now that they have 
been gradually adopted, do you accept 
them as a matter of course? Are you 
beginning to think that we should extir- 
pate the propagandized stigma about 
regimentation when the common welfare 
is in jeopardy? Consider the next 
decade in the light of the past. What 
possibilities may unfold? What are the 
trends? 


Change Is Constant 


The only thing constant is change. 
Democracy and political science are 
still progressing in the experimental 
stage, and we have much to learn. 
Many improvements and radical altera- 
tions are needed. 

We live together in a society gov- 
erned by certain laws and regulations 
which permit one to act as he pleases 
as long as he does not interfere with 
the rights of others. As long as one 


does not endanger or impose upon the 
lives, health and rights of his fellow 
beings, one may continue to enjoy the 
privileges of society. But have we given 
the full recognition to the rights of 
others? Where shall we limit our laws 


and regulations? Haven’t we drawn 
a line too soon in some instances and 
none at all in others? Our post-war 
economic planners must formulate poli- 
cies which will induce an even flow of 
wealth by installing governmental reg- 
ulations which will assure an even-dis- 
tribution of the necessities of life and 
by devising safeguards against major 
dislocations. Yet within this frame- 
work, confining free enterprise to rea- 
sonable limits, we must preserve incen- 
tive, initiative, and reward individual 
accomplishment. To insure the fulfill- 
ment of such a courageous program it 
will be necessary for every one to ap- 
proach our problems from a fresh view- 
point, and preserve an open mind rela- 
tive to the inevitability of some form 
_ of new order. 


** ‘Government for the people’ 
is now evolving into a meaning 
which probably was not con- 
ceived by Abraham Lincoln at 
the time of his Gettysburg Ad- 
dress. The new concept is that 
man should be guaranteed more 
than a meager subsistence and 
that he should be assured of a 
more equitable distribution of 
life’s goods and a more constant 
flow of wealth.’’ 


A few years ago many were severely 
affected by a drastic and prolonged de- 
flationary movement. That era pro- 
duced an executive with the courage and 
initiative motivated by the inspiration 
of a great task to be performed. With 
our tacit consent this leader steered us 
out of that storm on the wave of social 
reform. Now we are being directed 
through a different type of storm, and 
once more we will be seriously affected. 
This time social reform should be en- 
acted for the purpose of eradicating the 
spasmodic circulation of wealth, and 
that implies the dislocations contrib- 
uted by racketeering union labor 
leaders. 

“Government for the people” is now 
evolving into a meaning which prob- 
ably. was not conceived by Abraham 
Lincoln at the time of his Gettysburg 
Address. The new concept is that man 
should be guaranteed more than meager 
subsistence and that he should be as- 
sured of a more equitable distribution 
of life’s goods, and a more constant 
flow of wealth. Liberal interpretations 
have been placed on the intent of the 
term “common welfare” as it appears 
in our Constitution. Therefore, the 
Congress may provide the means which 
will enable a fulfillment which is bet- 
ter balanced. The handwriting is on 
the wall and visible to all with the will 
to see it. In the words of Abraham 
Lincoln: 

“Let us have faith that right makes 
might; and in that faith let us to the 
end dare to do our duty as we under- 
stand it.” 
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How to Design or Choose 


Bank Window Displays 


F bankers were to draw upon the ex- 
perience of other lines of business 
there would be little doubt in their 

minds regarding the sales and good- 
will-producing possibilities of window 
displays. 

For example, merchandising experts 
have estimated that window displays 
are responsible for 331/3 per cent of 
the sale of merchandise in most retail 


In these days of ever-mounting taxes, 
a frequent mention of the avail- 
ability of Personal Loans to meet 
these as well as other emergencies 
is timely. This display poster, with 
its eye-arresting hand-lettered cap- 
tions and interesting photographic 
ilustration, utilizes five colors—ver- 
milion, brown, black, pastel green, 
and Persian orange. The display 
fixture is a window type, finished in 
deep gold metal lacquer, with 
matched lighting unit at top. 


By R. E. Doan 


Director, Bank Division, Harlan L. Shat- 
tuck Financial Advertising, 
Denver, Colorado 


stores. And surveys have shown that 
the display windows and the first few 
feet behind them are worth approxi- 
mately 35 per cent of the rental value 
of the entire ground floor of most 
buildings. 

Many bankers, however, feel that 
their business is different from others, 
and that the same rules don’t apply. 
They overlook the fact that, for all 
practical purposes, they are in direct 
competition with all other merchants 
for the public’s dollar—the same dol- 
lar the jeweler, the clothier, the fur- 
rier, the furniture dealer, the radio 
store, and others are after. And far 
too few bankers realize that they must 
employ even more persuasive advertis- 
ing than most lines of business, since 
other merchants, for the most part, are 
offering an immediate, tangible ex- 
change of merchandise for the cus- 
tomer’s money—a piece of jewelry, a 
suit of clothes, a fur coat, furniture, 
radios, etc. —while the banker merely 
offers to keep the customer’s money for 
him and pay a low rate of interest, pro- 
vide him with a safe deposit box at a 
certain price, or permit him to draw 
checks for a set fee. Thus, unless the 
banker effectively sets forth the advan- 
tages of saving money, the peace of 
mind and safety from having valuables 
in a safe deposit box, the time, effort 
and money saved through a checking 
account, etc.—unless the banker effec- 
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tively sells the customer on the benefit 
of these services, the average person 
will naturally be inclined to spend his 
dollar with the merchant, who not only 
offers a tangible exchange but paints 
such a glowing picture of his product 
and its benefits. 


Circulation Economy 
G. Prather Knapp, a founder of the 


Financial Advertisers Association and 
former publicity director of one of the 
country’s largest banks, once summed 
up two other important phases of a 
bank’s window displays as follows: 


Station a man outside your bank and 
tell him to count the passers-by. You will 
find you have in those passers-by a free 
circulation considerably larger than the cir- 
culation for which many publications want 
to charge you high space rates. It is the 
exceptional city bank which is not passed 
by at least 5,000 people a day, and 1 know 
a dozen where this circulation is multiplied 
by ten. 

If 50,000 people pass every day, you 
have the equivalent of a daily newspaper 
which would cost at least $100 per page 
per day, the equivalent of a weekly journal 
circulation which would cost at least $500 
per page per week, the equivalent of a 
monthly magazine circulation which would 
cost at least $1,500 per page monthly. 
Therefore, judged by circulation alone, you 
are justified in building a new window dis- 
play every month at a cost of from $1,500 
to $3,000, and, of course, you can build an 
unusually attractive display for a great 
deal less than that. 

But circulation is not the only basis for 
comparison. What other advertising me- 
dium can give you circulation where 100 
per cent of the readers can act on your 
advertising the moment they read it? On 
this basis it might be reasonable to spend 
ten or twenty times as much in reaching 
your passer-by circulation as you are will- 
ing to spend in reaching the people at vari- 
ous distances from your bank. 


The foregoing figures, and Mr. 
Knapp’s excellent summary, leave little 
question regarding the dollars and cents 
new business possibilities of window 
displays from the bank’s standpoint. 
There is still another angle to be con- 
sidered, however—the importance of 
window displays in aiding the banker 
to carry out his responsibility for pub- 
lic education along the lines of thrift 
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and finance in general. A banker au- 
tomatically assumes this responsibility 
when he becomes a banker, and should 
utilize every possible means to effec- 
tively further such public financial edu- 
cation. Thus, he should certainly make 
full use of the same medium the mer- 
chant has found so effective in selling 
luxuries as well as necessities to the 
public—window displays. 

Whether we approach the problem 
from the angle of new business returns 
or from that of public education, the 
fact remains that window displays— 
effective displays—can be utilized by 
the banker advantageously, not only to 
sell prospects but to keep present cus- 
tomers informed and sold on the bank’s 
services. 

The banker generally has his choice 
of two ways of securing window dis- 
plays—first, designing and writing copy 
for his own and having them prepared 
by some local display artist; second, 
by contracting with some syndicate dis- 
play organization for a regular weekly 
or monthly service. 


Local Preparation 
The former method—designing and 
writing copy for your own displays 


and having them prepared locally—has 
its advantages. You can have exactly 
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As timely as your morning paper, 
this powerful display poster carries 
an attention-demanding photographic 
illustration of an American tank. 
Copy is in blue and red, on white 
stock, thus carrying out the patriotic 
motif. The important message, 
“Start saving now for increased 
taxes,” is accented by being capi- 
talized and printed in red. The dis- 
play fixture, intended for use on 
lobby floor, is finished in deep gold 
metal lacquer. 


(All illustrations courtesy of Harlan 
L. Shattuck Financial Advertising, 
Denver, Colo.) 


the copy and illustration you want in 
each display, and you can tie the copy 
in directly with any peculiar local situ- 
ation or unusual angle of the service 
your bank renders. 

Similarly, this method has certain dis- 


advantages. To begin with, it is fre- 
quently difficult to secure the services 
of a thoroughly competent local display 
artist—one who can take the rough de- 
sign and copy you prepare and turn it 
into a truly effective display at a rea- 
sonable cost. In most cities you will 
have comparatively little trouble find- 
ing a sign painter, but you'll soon dis- 
cover that there is a world of difference 
between a sign painter and a really 
competent display artist. This will 
show up in the quality of all work done 
—in the lettering, selection of colors, 
art work, balance, etc. It will be 
found far better to secure the services 
of an experienced display artist right 


from the start, even though a greater 
expenditure is required. The quality 
of work done, and the consequent 
greater satisfactory attention value se- 
cured will be well worth the added cost 
when compared with a sloppy, displeas- 
ing job of sign painting. 

The other main disadvantage of de- 
signing your own displays and having 
them produced locally is the time taken 
from your other bank duties. You will 
soon find that a really good display 
design, and really effective display copy 
just can’t be dashed off in spare mo- 
ments between other jobs. You will 
find that there is a definite and highly 
essential technique to master—the art 
of saying what you want in a very few 
words so the passer-by can easily read 
your message without stopping, and 
utilizing layout, color, typography and 
illustration to help put across, instead 
of compete with or weaken, your 
message. 

If you can secure the services of a 
competent display man, and can spare 
the time to master the proper technique 
and design your own displays, you un- 
questionably can do an effective job 
with your display windows. Possibly 
the suggestions which will be made later 
in this article will be of help in achiev- 
ing the desired results—suggestions as 
to copy, color, typography, etc. 


Syndicated Displays 

First, however, let: us consider the 
other method of securing displays for 
your available windows—that of util- 
izing the services of a display organiza- 
tion. The idea and method of opera- 
tion of such organizations is simple— 
specialists in display work design and 
prepare displays in quantity, and sell 
these to bankers throughout the coun- 
try. Thus, the cost of their displays 
is considerably lower than a similar 
display produced locally for an indi- 
vidual bank, since the fixed original 
production costs can be prorated among 
the hundreds of users of such a syndi- 
cated service. 

This type of display also has its dis- 
advantages as well as its advantages, 
of course. For one thing, copy must 
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necessarily be rather general so as to 
fit conditions and services in various 
parts of the country. Thus, as a rule, 
it cannot be tied in directly with a pe- 
culiar local situation or an unusual 
angle of an individual bank’s service. 
Where individualized copy may be de- 
sired for some particular occasion, how- 
ever, this can readily be taken care of 
by having a special display created, or 
by carrying a specially lettered side 
card, containing the individualized 
copy, along with the syndicate poster. 

Among their advantages, syndicated 
displays can usually be secured for 
about one-tenth the cost of producing 
a similar display locally; they gen- 
erally have far better illustrations, more 
effective color, and a better selection 
of typography and layout. On the 
whole, they are apt to present a far 
more finished appearance, and do a 
more effective job than locally pre- 
pared displays, since they are designed 
and produced by specialists, and since 
more money and time can be expended 
on them. 

Certain basic display suggestions will 
prove helpful, however, regardless of 
the method utilized to secure your win- 
dow displays. They will prove valu- 
able in designing and preparing your 
own, or in selecting the syndicate serv- 
ice to be used in your windows. These 
points comprise the fundamental prin- 
ciples of effective displays: 

Simplicity 

First, each display should endeavor 
to sell only one service, and to do that 
as simply and clearly as_ possible. 
Never try to sell a passer-by on all of 
your services at the same time. Be 
content to put across one point, and 
to put this across well. Display ex- 
perts have learned from long experi- 
ence that the keynote of any really suc- 
cessful display is its elemental sim- 
plicity. The theme must be easily 
grasped, readily digested. There must 
be no thought of anything technical or 
complicated about it. As soon as it 
becomes too involved for split-second 
recognition and appreciation, it ceases 
to be effective. The average person 


THE BANKERS MAGAZINE for February, 1942 


becomes confused and will not retain 
even a part of your message if you en- 
deavor to shove too many ideas at him 
at one time, or if you make an idea 
difficult to grasp. 

It is all right, of course, to offer more 
than one reason why the passer-by 
should have a Safe Deposit Box in your 
bank, or why he should open a Check- 
ing Account with you. But, don’t try 
to sell him both of these services at the 
same time. Just remember that if you 
are successful in renting him a Safe 
Deposit Box, you'll have many oppor- 
tunities later on to sell him on a Check- 
ing Account, and vice versa. And 
you'll always have another opportunity 
to put across additional messages in 
your window—you don’t need to cram 
everything in at once. 


Brevity and Variety 


Second, keep your copy brief. It 
has been said that “brevity is the soul 
of good copy.” And nowhere else does 
this rule apply with more force than 
in window displays. Most people—es- 
pecially the ones you want for your 
customers—walk by your windows in 
a hurry because they are busy people. 
Consequently, any message you want to 
reach them must be put across in a 
split second. Make your copy so short 
that “he who runs must read.” Con- 
centrate the important part of your mes- 
sage in a few words, and emphasize 
those words through your layout, color, 
and lettering. Above all, never give 
the passer-by the impression that there 
is too much copy—take care of this not 
only by keeping your copy brief, but 
by having it arranged and lettered to 
give the psychological effect of brevity. 

Lines of copy should be short as well 
as few—they should be lettered to en- 
able the eye to read without tiring. 
Human attention at best is wavering 
and lazy—it follows the line of least 
resistance. Thus, if your message is 
long, your lines of copy are too close 
together, or the lettering is difficult to 
read, you won't hold the observer’s 
attention. 

Third, be sure to have variety in your 
displays. Each display should be as 
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LOANS 


A simple poster design, utilizing 
such familiar illustrations as a com- 
pass, a pencil, and a ruler provides 
the background, in pastel tan and 
green, for this display. The layout 
arrangement centers attention on the 
copy, which is brief and in short 
lines for easy reading. The copy is 
brought out forcefully in black. The 
display fixture is of chromium, as 
is the lighting unit in foreground. 
A flasher plug turns the lights off 
and on periodically to simulate 
motion. 


different as possible from its predeces- 
sor in that window. That is, it should 
vary in color, type of illustration, gen- 
eral appearance of typography, etc. 
Never let the passer-by get the impres- 
sion that he has seen the display before. 
Keep his attention to your windows 
alive at all times by the variety as well 
as the intrinsic interest of your copy 
and your displays as a whole. 


Frequent Change 


Fourth, change your displays as fre- 
quently as possible—preferably once a 
week. Never leave a display in longer 
than two weeks. This is particularly 
important, since a large percentage of 
the people who pass your window are 
people who pass there once or twice a 
day. Thus, after they have seen the 
display from six to twelve times, they 
have started to grow tired of it and to 
lose interest in your window. If this 
goes too far—if your display remains 
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in too long—you will have lost a cer. 
tain amount of passer-by interest in 
your window. Such interest may even- 
tually be restored, of course, but you 
are risking the possibility of losing a 
passer-by’s interest at just the time you 
put in a display that would have 
touched him and impelled him to ac- 
tion. It is wise to keep interest in 
your windows alive at all times. Sooner 
or later one or more of the messages 
you carry there will hit each passer-by 
in just the right spot. Don’t jeopardize 
your chances by boring a passer-by for 
two or three or four weeks with the 
same display, and discourage him from 
even looking at your window. 


Lighting and Personality 


Fifth, unless your bank is located in 
a part of town having no pedestrian 
traffic whatever at night, be sure to have 
your display well lighted. Passers-by 
are generally more leisurely at night, 
and more receptive to a cheery, brightly 
lighted display. Get full value from 
your window display investment by hav- 
ing it well lighted and working for 
you at night and on dull days. 

Sixth, and last—never use a display 
that you aren’t really proud of. That 
is, never use a display with a poorly 
drawn illustration, with sloppy letter- 
ing, displeasing color combination, etc. 
Remember that your bank will be 
judged by the type of advertising you 
do, and that this is especially true with 
displays, since so many people react 
unfavorably to inharmonious color com- 
binations, poor art work, amateurish 
lettering, etc. In short, be sure that 
your displays project the personality of 
your bank. This does not mean that 
they should be top-heavy with dignity 
or oppressive with drab coloring. On 
the contrary, they should be warm, 
alive, friendly—have plenty of color, 
real human interest illustrations, and 
a nice variety of typography—but all 
in good taste, well balanced, with an 
eye to the psychological effect of each 
of these factors. 

The psychological effect of the colors 
used in your displays is especially im- 
portant. Color, today, is a science— 


THE BANKERS MAGAZINE for February, 1942 





MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
December 31, 1941 


RESOURCES 

Cash and Due from Banks ...... $365,609,706.20 
U. S Government Securities ..... 340,928,747.80 
U. S. Government Insured 

F. H. A. Mortgages 2,525,294.29 
State and Municipal Bonds. . 30,085,722.18 
Stock of Federal Reserve Bank . ‘ 2,246,750.00 
Other Securities .... ‘i 39,067,015.89 
Loans, Bills Purchased “i 

Bankers’ Acceptances 260,309,534.41 
PROTIMEEED. «0 6 6.6 06.4 @ee00 16,224,925.78 
Banning THOM 6.006006 80% 12,549,000.00 
Other Real Estate Equities ...... 2,949,876.40 
Customers’ Liability for Acceptances 5,597,842.60 
Accrued Interest and Other Resources —_2,411,451.24 


$1,080,505,866.79 


LIABILITIES 

Preferred Stock .... $ 8,892,780.00 
Common Stock 32,998,440.00 
Surplus and 

Undivided Profits .. 42,233,744.36  84,124,964.36 
Reserves 4,717,942.69 
Common Stock Dividend 

(Payable January 2, 1942) 824,959.50 
Preferred Stock Dividend 

(Payable January 15, 1942) 222,319.50 
Outstanding Acceptances . 6,255,708.11 
Liability as Endorser on Acceptances 

and Foreign™-Bills, ' , 355,254.15 
Deposits Or ee 984,004,718.48 


{ jmaog0 0,505,866. 79 
Principal Office:55 Broad Stteet, New York City 
67 BANKING OFFICES, IN GREATER NBWw YORK 
European Representative Office, Corfihiff, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 


Nee 


THE BANKERS MAGAZINE for February, 1942 








it has its laws and its proven effects. 
Color, being a nerve sensation, has an 
unconscious effect upon the observer’s 
mind and actions. An entire article 
or even a book could be written upon 
this phase of display creation, but a 
few examples will suffice at the moment 
to illustrate the psychological effect of 
color. Even the layman today knows 
that white conveys a feeling of purity, 
spiritual superiority, or physical clean- 
liness; that purple conveys a feeling of 
richness, tranquillity, solemnity, or roy- 
alty; blue is cooling, serene; green is 
restful, neutralizing, soothing; orange 
or yellow is heating; red arouses, ex- 
cites, stimulates; etc. These are, of 
course, very general descriptions, but 
help to illustrate the effect that color 
has psychologically, and the importance 
of using it properly, not only to get a 
pleasing effect but to accentuate impor- 
tant parts of the display and to elicit 
the desired reaction from the observer. 


Mechanical Displays 


There are, of course, many other 
points to watch either in preparing 
your own displays or in choosing a 
service. For example, there is the mat- 
ter of mechanical displays. While it 
is an excellent idea to get motion into 
your window, you will soon find that 
most mechanical displays are a real 
headache. To begin with, a display 
window is generally not an ideal place 
for the satisfactory operation of any 
mechanical device. The heat of a 
closed window, the heat of the sun 
shining through the glass in the day 
and that of floodlights beating down 
at night—these are very hard on a 
motor or other mechanical device. Such 
displays, with constantly moving parts, 
naturally require constant attention, 
oiling, etc., to keep them operating. 
And, since the effectiveness of such dis- 
plays is usually utterly dependent upon 
continuous and perfect performance of 
the mechanical device, you can easily 
become a veritable slave of this type 
of attention-getter. It is far better to 
utilize displays that will draw atten- 
tion because of their striking design, 





human interest illustrations, effective 
color schemes, etc., or to use a flasher 
plug to simulate motion by flashing the 
lights on and off. 


Don’t Try to Stop "Em 


One of the most common display fal- 
lacies is the idea that a display should 
stop passers-by—should draw crowds 
to stand and gape. This often leads 
to the mistake of getting too strong an 
attention-securing device in a display. 
You can certainly draw a crowd, for 
instance, by placing live rabbits, baby 
chicks, white mice, or other animals 
in your window. People would unques- 
tionably stand around and watch—but 
would they get your message? The 
chances are they wouldn’t—your atten- 
tion-getter would be too powerful—it 
would “steal the show.” People would 
be so interested in the animals that 
they would overlook your message. 

This is one reason why the pictorial 
news type of display—which carries 
news photos of recent events—is highly 
questionable as an effective type of dis- 
play. Of course people will stop and 
look at such news pictures, but that 
does not mean that the display is a suc- 
cess. It only means that the people are 
interested in the pictures—probably in- 
terested in them to the exclusion of 
your sales message. It means that you 
are competing with the newspapers and 
picture magazines in serving the pub- 
lic with free news pictures, not that 
you are doing a good display job. 

Don’t try to stop passers-by and 
hold them in front of your window. 
It’s all right to make them slow up a 
bit or linger just a few seconds to read, 
but better yet if they get the message 
as they pass by. Remember, it’s gen- 
erally the busy person who constitutes 
the best prospect for most of your serv- 
ices—not the loafer who stops and looks 
in every window along the street, and 
who would probably stop and look in 
yours no matter what you had there. 
The real test isn’t how many people 
your display stops, but how many it 
gets its message across to effectively as 
they pass by. 
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Banks... and 


The War Effort 


OW that the United States is actu- 
ally involved in World War II, 
there can be but one rolé for the 

banking system during war time—and 
that is to ‘support to the limit of its 
credit resources the all-out Victory pro- 
gram. 

During war time, normal standards 
of banking conservatism must give way 
to the dominating objective of winning 
the War, no matter what the cost or 
post-War consequences. As the presi- 
dent of the American Bankers Associa- 
tion has pointed out, bankers every- 
where are pledged to wholehearted, un- 
divided support of the war effort. But 
it is possible, if that voluntary codpera- 
tion should not be forthcoming to the 
extent desired by Government, that new 
Government controls might be imposed 
which might tend to remain perma- 
nently. Thus, as a matter of self-inter- 
est, codperation would appear to be 
essential. 

In this sense, banking faces an uncer- 
tain future at this time. On the one 
hand, there are the heavy demands .to 
be made upon the banks to help finance 
the War; and on the other, there is the 
ability of banks to meet these demands 
without straining their solvency. 


I. Demands Upon the Banks 


The problem of how to finance the 
huge cost of this War is a gigantic one. 
The Treasury and other fiscal authori- 
ties have indicated their primary objec- 
tive is to hold down the danger of infla- 
tion. Even assuming that inflation can 
be controlled, however, it appears in- 
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By F. L. Garcia 


Statistician, Hoit, Rose & Troster, 
New York. 


evitable that a large expansion in com- 
mercial bank credit will be necessary. 

In approaching this problem, the 
monetary authorities obviously realize 
that we have entered the War with a 
huge basis for inflation already abroad 
in the land— 

(1) the record expansion in deposits 
to their highest levels, the creation of a 
large layer of primary deposits result- 
ing from deficit financing to “prime the 
pump” for recovery; 

(2) the record expansion in money 
in circulation; 

(3) the expansion in pay rolls and 
public spending power, which will 
press: against a diminished supply of 
civilian goods resulting from the com- 
mandeering of essential production for 
the War effort. 

Bank credit control alone, therefore, 
would hardly be an effective means of 


‘‘During wartime, normal 


standards of banking conserva- 
tism must give way to the domi- 
nating objective of winning the 
War, no matter what the cost or 
post-War consequences,’’ says 


Mr. Garcia in the accompanying 
article. 

With the article Mr. Garcia 
published his annual ratio 
analysis of New York, Chicago, 
Philadelphia and Boston banks. 
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controlling inflation. A frontal attack 
on public spending power, in the form 
of heavier Social Security taxes, in- 
come, excise and possibly general sales 
taxes; and regimentation in the form 
of price and wage control and priori- 
ties, are the principal reliance for infla- 
tion control. If the politicians remain 
true to this desirable objective of con- 
trolling inflation, with all the sacrifices 
it entails, inflation control would have 
a chance of succeeding. 

And in the credit phase of the pro- 
gram, heavier taxes alone will of course 
not carry the whole program. Before 
declaration of War, a policy of raising 
two-thirds of the War cost by taxation 
and one-third by borrowing was pro- 
jected. 

Such is the magnitude of the War 
effort for the 1943 fiscal year, however, 
that this ratio may be impossible to 
maintain. If the War continues into 


the 1944 fiscal year, furthermore, we 
already stand committed to even heavier 
War output. 

Borrowing, therefore, will be heavy 
in the 1943 fiscal year and probably 


heavier in the 1944 fiscal year. In bor- 
rowing, too, the Treasury will try to 
hold down the danger of inflation by 
financing through non-commercial bank 
investors as much as possible. 

We do not as yet, of course, have the 
details, but the general outline of what 
the financing program entails for the 
fiscal year beginning July 1, 1942, has 
been stated by the President in his 
Budget Message of January 7 calling 
for an all-out War effort taking 50 per 
cent of our national income. 

(1) Total governmental expendi- 
tures, direct and indirect, for the fiscal 
year ending July 1, 1943, are planned 
at about $58.9 billion. 

(2) Total governmental receipts are 
estimated at $17.8 billion under present 
tax laws, including $1.4 billion Social 
Security taxes. 

(3) Therefore, the deficit would be 
$42.4 billion for the single 1943 fiscal 
year. 

The magnitude of this figure may be 
appreciated when it is compared with 
the present total Federal debt of some 
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$70 billion; and the fact it is practically 
double for a single year, the aggregate 
deficit for the entire World War I pe- 
riod of 1915-1919. It of course easily 
tops by 9 to 10 times the most ambitious 
of the New Deal pump priming deficits, 

In raising this money, the program 
briefly calls for: 

(1) New taxes of $7 billion, in addi- 
tion to the estimated total receipts of 
$18 billion under present tax rates; 

(2) Increased Social Security taxes 
of $2 billion; 

(3) Thus, there would be a cash defi- 
cit of $33 billion and an indicated in- 
crease in the Federal debt of $35 billion. 

The extent to which the Treasury will 
call upon commercial banks for this 
borrowing will depend of course upon 
its efforts to increase the subscriptions 
by non-commercial bank investors. 

The most important of these will be 
the individual investing public and the 
medium will be Defense Savings Bonds 
and Stamps. The drive to finance 
through the individual investor should 
be stepped up further and the sales 
pressure increased on patriotic and in- 
vestment considerations, even to the ex- 
tent of “forced” subscriptions from sal- 
aries and wages. , 

In. December, sales of Defense bonds 
reached $500 million, as against No: 
vember sales of $200 million. Of 
course, a great portion of the December 
increase was undoubtedly due to Christ- 
mas gifts. Nevertheless, total 1941 sales 
were about $3 billion. 

With a full-scale campaign on, it is 
conceivable that Defense Bonds sales 
might reach $8 billion, although heavy 
taxes will hold down the’ investment 
demand. 

Social Security taxes, in addition, 
might take another $4 billion of Treas- 
ury obligations. 

Other non-commercial bank investors, 
principally the savings banks and in- 
surance companies, might take another 
$2-3 billions. 

If these figures are near the mark, 
therefore, non-commercial bank invest- 
ors would take about $15 billion of 
the increase in debt. That would leave 
the Treasury with the problem of finane- 
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ing about $20 billion through the com- 
mercial banks, the Treasury’s best cus- 
tomers in the past as well as probably 
in the future. 

In financing this increase in the debt, 
the Treasury, of course, must have full 
control over the capital markets and 
money rates. If, for example, money 
rates were permitted to rise beyond the 
yield point on Defense Bonds sold to 
the public, it might lead to large-scale 
redemption for reinvestment in the 
higher yielding new issues and thus en- 
danger the public investment program. 
The increased interest cost of the debt 
would also upset budget estimates. And 
if institutions thought yields would 
rise, they would be less inclined to take 
the early low-yielding issues. 

Having kept money rates low during 
a period of pump priming, through the 
Gold Revaluation Act, open market pur- 
chases, and a large-scale inflow of gold 
and foreign capital, the Treasury there- 
fore has an even greater motive in war 
time to freeze interest rates at approxi- 
mately horizontal levels for the dura- 
tion. 

The principal determinant of money 
rates is the volume of excess reserves of 
the banks. Although the magnitude of 
the planned financing, plus extension 
of credit to Defense industries and ex- 
pansion in circulation would soon ex- 
haust present volume of excess reserves, 
the Treasury has various powers at its 
disposal that would replenish excess 
reserves. However, its emergency war 
time power of freezing both interest 
rates and market levels for Government 
securities, if necessary, is the Treasury’s 
greatest power. 

To replenish reserves, the Treasury, 
in conjunction with the Board of Gov- 
ernors, could: 


(1) Reduce legal reserve require- 
ments. 

If, for example, legal requirements 
were to be reduced to the original rate 
of 13%-10%-7% for demand deposits 
and 3% for time deposits, another $4-5 
billion in reserves could be created. 


(2) Through the Open Market Com- 


mittee, engage in open market opera- 


‘‘Having kept money rates 
low during a period of pump 
priming, through the Gold Re- 
valuation Act, open market pur- 
chases, and large scale inflow of 
gold and foreign capital, the 
Treasury therefore has an even 
greater motive in wartime to 
freeze interest rates at approxi- 
mately horizontal levels for the 
duration.”’ 


tions, and the Treasury itself could do 
important buying for its trust funds. 


(3) If necessary, the Treasury could 
monetize its $1.8 billion gold profits, 
at present earmarked as the Stabiliza- 
tion Fund. 

(4) Always possible, of course, as a 
last resort if War needs become even 
heavier than anticipated, would be fur- 
ther devaluation of the dollar. 


This financing through the commer- 
cial banks is undoubtedly inflationary, 
but it cannot be avoided if the War ef- 
fort is to be adequately financed. Its 
inflationary effects may not develop for 
the duration if price control, heavy tax- 
ation and other war time economic con- 
trols work. But the basis for inflation, 
in the form of larger primary deposits 
created will be there. Once created, it 
will be difficult to deflate it out of exist- 
ence. And ever present will be the dan- 
ger that in a post-War period of relaxed 
controls, these primary deposits created 
by deficit financing will increase in 
turnover and bring about large-scale 
inflation. 

Being owned free and clear of direct 
credit control, such as derivative depos- 
its derived from loan extension, these 
primary deposits could be controlled in 
their turnover only by direct applica- 
tion of extraordinary restrictions upon 
profits, markets and speculation, so that 
the incentive for employing the deposits 
would not be present to the same extent. 

Continued imposition of such con- 
trols, however, would mean continua- 
tion in a post-War period of the high 
degree of economic regimentation neces- 
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sary in war time. It would be a dear 
price to pay for inflation control. 

No matter how the Treasury finances 
through the commercial banks, an in- 
crease in deposits appears inevitable. 
If, for example, subscriptions are by 
the cash method from excess reserves, 
the funds after being spent by the 
Treasury will gravitate back to the 
banks and thus increase deposits. 

Or if subscriptions are by the book 
credit method, whereby the Treasury 
is credited with deposit in the War Loan 
Account for the amount of the subscrip- 
tion, the Treasury’s deposits are imme- 
diately increased; and as spent, these 
deposits will return to the banks as 
private deposits. 

In this connection, the distribution of 
deposits, like that of excess reserves, 
will also probably be uneven, being 
lower in the money centers than in the 
interior. During the past year, for ex- 
ample, at a time when New York earn- 
ing assets were expanding by nearly $2 
billion and actually reached a new high 
record in the latter part of the year, 
New York deposits dropped $420 mil- 
lion in the last quarter and show a 


small decline for the year. 

The reason for this discrepancy be- 
tween the large expansion in earning 
assets and the small decline in deposits 
centers on the effect of Treasury opera- 


tions. A major portion of subscrip- 
tions to new Government securities has 
been raised at New York. These funds 
have been spent largely at other points. 

As long as gold imports were heavy 
at New York, this pull on funds out of 
New York was offset; but now that gold 
imports have ceased to be an important 
factor, it appears likely that New York 
will continue to lose funds to other dis- 
tricts. This problem is related to that 
of keeping the New York banks ade- 
quately supplied with excess reserves. 
The Treasury will probably be obliged 
to provide special open market opera- 
tions for the New York banks to provide 
the reserves needed. 

Since New York City banks have to 
pay the largest deposit insurance bill for 
the lowest proportionate insurance cov- 
erage of accounts, the New York banks 


will not greatly mind, we believe, the 
out-of-town pull on deposits—so long 
as they are well provided with reserves 
and do not have to liquidate earning 
assets to supply the out-of-town flow of 
funds. 


II. The Ability of Banks to Meet 
War Time Demands 


Accordingly, if banks soon exhaust 
the present volume of reserves with 
which to support the financing program, 
the monetary authorities are going to 
see to it that they are supplied with the 
additional reserves needed. 

Based on present excess reserves for 
member banks of $3.5 billion, and ex- 
pansion ratio of about 5:1 at present 
reserve requirements, an expansion of 
$20 billion in Government securities 
for the 1943 fiscal year, would soon 
exhaust reserves, without taking into 
consideration loan expansion to De- 
fense industries and increase in cir- 
culation. 

However, a reduction in legal reserve 
requirements to the old basis would 
raise $4-5 billion, which at the old ex- 
pansion multiple of about 9:1, would 
readily provide a large overage of re- 
serves for 1943 fiscal year needs. 

But the serious problem would remain 
of the proper distribution of excess re- 
serves. For the past year or more, for 
example, New York banks have been 
losing funds to other districts as the 
result of stoppage of large-scale gold 
imports and the effect of country-wide 
Treasury spending of funds to a large 
extent raised in New York. 

Throughout the deficit financing pe- 
riod, the excess reserves distribution 
was overstated at the money cen- 
ters and understated in the interior. 
This has now become a patent situa- 
tion, and one for which the Treasury 
will have to make special provision. 

But the supply of reserves is not as 
serious a problem for individual banks 
as the problem of capital funds. Many 
of the larger banks, especially, are un- 
dercapitalized in relation to present vol- 
ume of Government securities and the 
volume they will be called upon to take 
in the future. 
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As long as average maturities on the 
Governments carried are short-term, 
the volume of Governments in relation 
to capital funds is not as serious as it 
appears on a volume basis alone. But 
if the Treasury, instead of catering to 
the bank preference for short and inter- 
mediate maturities, adopts 214 per cent 
long-term maturities for its new issues, 
the volume leverage ratio to capital 
funds of Government securities will be- 
come more important. 


The larger the position in long-term 
Governments carried by the larger 
banks, the less liquid they will become. 
In times of sudden declines, such as the 
decline in the first two weeks of Sep- 
tember, 1939, the big banks can do 
nothing else but hold on. The market 
could not take big blocks without crack- 
ing further; and the Federal, even as- 
suming they would make available re- 
discounts at or near par, would natu- 
rally expect the big banks to codperate 
as much as possible with its efforts to 
stabilize the market. 


During war time, however, this dan- 
ger is more apparent than real, as the 
Treasury could invoke its war time 
power to freeze the market for Gov- 
ernment securities. But in a post-War 
period, when such restrictions might be 
lifted, the market could be subject to 
large supply of bonds, even if money 
rates continued at controlled low levels 
and excess reserves continued ample, 
because of the attraction of post-War 
inflationary expansion in loans. 


Capital funds of the leading New 
York City banks, for example, are cur- 
rently less than 10 per cent of deposits 
and 13 per cent of earning assets. Dur- 
ing the 1941 fiscal year, these banks 


added $1.8 billion in additional Gov-. 


ernment securities, or over 50 per cent 
of the total bank increase in Govern- 
ment securities. 


If the same percentage is applied 
toward the $20 billion figure for the 
1943 fiscal year, then New York banks’ 
Governments would total about $10 bil- 
lion higher; and that expansion alone 
would nearly double total earning as- 


sets to $22 billion. The capital funds 


cushion for this volume would be less 
than 7 per cent. 

All the 13,423 insured banks on 
June 30, 1941, reported capital accounts 
of little more than 10 per cent of de- 
posits—already then at the upper limits 
of the 10:1 yardstick—and 14 per cent 
of total loans and investments. 

As of December 31, 1941, as the 
appended Ratio Analysis indicates, 
leverage ratios among money center 
banks run highest at Chicago banks, 
where capital funds average less than 
5 per cent of deposits and 7 per cent 
of earning assets; and lowest at the 
Philadelphia banks, about 11] per cent 
of deposits and 15 per cent of earning 
assets. 

Clearly, then, one of the pressing 
problems facing the banks for the du- 
ration of the War and thereafter is the 
problem of adequate capital funds. 
Three ways exist, as has been pointed 
out, for raising these funds: (1) In- 
creasing capital through the sale of 
new stock to stockholders; (2) Increas- 
ing capital by selling Preferred Stock 
to the RFC; (3) Ploughing back a 
larger portion of earnings by reducing 
dividends. 

Stockholders cannot be blamed for 
being unimpressed by the outlook for 
bank earnings. Management would not 
like to take RFC capital. And plough- 
ing back a larger portion of earnings is 
not going to provide anywhere near the 
capital funds required. 

Bank earnings are up against a 
heavier burden of bank taxation, as well 
as increases in other costs. These 
higher costs cannot be passed on in 
higher money rates, at least for the du- 
ration. Reductions in dividends by 
banks in order to “plough back” a 
larger portion of earnings, also of 
course discourage stockholders. 

Until outbreak of the War, there was 
a possibility that good earners among 
the banks might be able to interest 
stockholders in subscribing to new 
capital. Such plans, however, now have 
to be abandoned in view of unsettled 
market conditions during war time and 
the lack of enthusiasm over equity capi- 
tal generally because of heavy taxes. 
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The fact remains, however, that 
“ploughing back” a larger proportion 
of earnings would not appear sufficient 
to raise the capital funds necessary to 
support the large expansion in holdings 
of Government securities. 

Taking the New York City member 
banks as an illustration: 

(1) These banks in 1940 reported 
net profits of $83,000,000, compared 
with total dividends of $70,000,000. 

Actually, earnings were closer to 
$89,000,000, but one of the reporting 
banks has been ploughing back to re- 
serves all earnings in excess of divi- 
dends. 

(2) If we assume as much as a 50 
per cent reduction in dividends; and 
assume further a 10 per cent gain in 
profits for each of the next four years 
the resultant “ploughed back” earn- 
ings in four years would be $284,- 
000,000, thus making total capital 
funds of about $1.8 billion. 

(3) Against this capital cushion, 
however, the present volume of earning 
assets ($12 billion) and deposits ($15 
billion) already looms large. 

Additional capital to support the an- 
ticipated expansion in holdings of Gov- 
ernment securities would therefore have 
to be raised somehow if banks are to 
avoid the danger to solvency of “over- 
trading on the equity.” 

With stockholders not a ready source 
of bank capital and “ploughed back” 
earnings not enough of a help, it ap- 
pears likely that banks will be obliged 
to turn to the RFC for new capital. 
Just as the Treasury and Board of Gov- 
ernors will stand by to see that banks 
are well supplied with reserves, there- 
fore, so will the RFC be ready to sup- 
ply new bank capital. 

Management is disinclined to build 
up an RFC interest in banks because of 
the potentialities for Government con- 
trol and domination of the banks that 
it entails. But there seems no other 
safe course to pursue if banks are to 
carry larger Governments. 

After all, Government indirect con- 
trol, either through voluntary codpera- 
tion of the banks or coercive coépera- 
tion, is an obvious necessity in the 
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emergency of war time. Merely in- 
creasing capital through the RFC would 
not necessarily increase the peril of ac- 
tual Government domination. On the 
other hand, the new capital is badly 
needed to strengthen capital funds and 
increase the banks’ capacity to carry 
their load of Government securities. 


From a strictly earnings viewpoint, 
the dividend cost of the RFC capital 
of say 344 per cent would be readily 
covered; for although Governments 
yielding say only 214 per cent would 
be the principal medium available, each 
dollar of the RFC capital would not 
only strengthen the present condition of 
leverage ratios but increase the ability 
of the bank to carry larger amounts of 
Governments and Defense loans. 


True, this creation of a large RFC 
senior capital interest in the banks will 
again—as during the recovery—impose 
the burden on the banks of conservative 
dividend policies, the retention of the 
larger ratios of earnings and generally, 
conservation of capital funds and re- 
serves for the objective of paying off 
the RFC in full over a period of time. 
Stockholders would have to adjust 
themselves to conservative dividends 
and be satisfied with growth in under- 
lying equity from earnings and as RFC 
senior capital is retired. 

But on the other hand, the capital 
funds would be stronger to meet the 
possible strain of a post-War deflation 
and adjustments during war time. The 
latter type of charge-offs may develop 
from possible difficulties with certain 
types of loans caused by industrial pri- 
orities and heavier industrial operating 
costs. The stockholder therefore would 
have his leverage preserved, but have 
it with increased safety. 


© 


A sTaBILizep total of accounts and deposits 
in mutual savings banks of the United 
States was indicated by figures for the last 
six months in 1941, compiled by the National 
Association of Mutual Savings Banks. The 
mutual institutions, which operated in 17 
states, at the year end had total deposits of 
$10,489,679,543, a decline in that period 
amounting to $116,544,205. 
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Conversion of Commercial 


Bank Funds 


A Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Com- 
mercial Banking 


By H. E. ZARKER 


V 


BANK OPERATIONS AND FEDERAL DEPOSIT INSURANCE 


Unsound Practices with Regard to the Purchase and 
Sale of Securities—‘‘The Corporation* has been viewing 
with concern the prevalence of speculative practices by banks 


in handling their investments. Over the past two or three 
years many banks to an increasing extent have been buying 
securities with a view to obtaining profits from a rise in the 
prices of those securities, rather than with a view to obtain- 
ing reasonable earnings over a period of time. When a 
bank buys securities with the primary intention of selling 
them again at higher prices that bank is speculating. Deal- 
ing in high grade securities does not alter the essential specu- 
lative nature of the transaction. 

“Banks should be managed as institutions of loan and 
investment rather than as institutions of speculation. Secu- 
rities should be bought not for trading purpose but for 
sound investment. Purchases should be made in the light 
of the bank’s requirements. A proper distribution of types 
and maturities should be maintained so as to keep the bank’s 
portfolio turning over in such a way as to reduce to a mini- 


NOTE: This is the fifth of a series of articles which started in the October 
number. The author is treasurer of the Princeton Bank & Trust Company, 
Princeton, N. J. 


*The Federal Deposit Insurance Corporation. 
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mum the possible necessity of liquidation at depressed 
prices. 

“The banks constitute one of the most important groups 
of investors in the bond market. As a group they cannot 
get in and out of the investment market without completely 
disrupting that market. As a consequence they cannot 
speculate in securities without undermining the soundness 
of the financial structure of the entire country. Speculation 
by banks in securities leads to recurrent waves of buying and 
selling which disrupt the price structure, and interfere with 
the flotation of capital issues essential to the maintenance 
of a growing industrial economy. 

“Over the past few years some banks have been using 
profits secured from speculation in securities to pay divi- 
dends and to retire preferred stock without making ade- 
quate provision for possible future depreciation in the secu- 
rities purchased by them at high levels of prices. So long 
as banks speculate in securities they can expect at some time 
to incur losses. The Corporation insists that insured banks 
should make provision for any depreciation or losses that 
may occur. To fail to make such provision is to engage in 
an unsound banking practice and to continue such a practice 
may constitute grounds for the termination of the insurance 
of an insured bank.” 


Accumulation by Banks of Substandard Assets.—‘Ex- 
aminations of insured banks not members of the Federal 
Reserve System during 1936 revealed that of their holdings 
of securities other than those issued by or fully guaranteed 
by the United States Government approximately 25 per 
cent were of substandard quality, and that of their loans 
approximately 21 per cent were substandard (Substandard 
securities include the appraised values of bonds below the 
fourth high rating by a recognized service, or its equivalent, 
of stocks, of defaulted securities, and of other bonds not 
rated but considered by examiners to be hazardous. Sub- 
standard loans are those which are considered to be hazard- 
ous and are undesirable for a bank to hold; in an examina- 
tion they carry the technical designation “Slow’). The 
volume of both substandard securities and substandard loans 
and their proportion to total loans and total securities were 
smaller in 1936 than in 1935. Banks with deposits of less 
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than $500,000, however, increased their holdings of sub- 
standard securities. The large banks, particularly those in 
the important financial centers, reduced their holdings of 
substandard securities. 

“The increase in the holdings of substandard securities 
by the small banks reflected in part increases in market 
value, in part purchases for the purpose of obtaining high 
yields and market profits, and in part lack of proper knowl- 
edge or advice regarding good bond investments. Sound 
banking practice calls for the purchase of only high grade 
securities which offer a minimum risk of default. In the 
past, investment in substandard securities has been an impor- 
tant factor in failure of banks, 

“One of the major tasks of the Corporation is to dis- 
courage the accumulation by banks of hazardous assets. The 
Corporation does not exercise and does not wish to exercise 
detailed control over the assets of banks. «It is concerned 
only with the maintenance of reasonable standards of sound- 
ness. It endeavors to secure adherence to those few simple 
rules regarding the purchase of securities, the making of 
loans, investment in bank buildings and equipment, and hold- 
ings of real estate, which have always had the support of 
most bankers. Outstanding loans of a hazardous nature 
should be collected at the earliest opportunity and every 
effort should be made to avoid such loans in the future. 
Banks should buy only high grade securities. Investment 
in bank buildings and equipment should be at the minimum 
compatible with efficient bank operations. During the past 
several years many of the banks, through foreclosure, have 
acquired considerable volumes of real estate which, due to 
the demoralized state of the real estate markets, it was not 
expedient to dispose of immediately. Sound banking prac- 
tice requires the disposal of such real estate as active mar- 
kets develop. Banks should not speculate in real estate any 
more than in securities or other assets.”’t 


F. D. I. C. Principles of Bank Management.—The 
F. D. I. C. has some very definite ideas about commercial 
bank operations. In the annual report for the year ending 
December 31, 1936, it lists the following conditions which 


y+Annual Report of the Federal Deposit Insurance Corporation for the year 
ending December 31, 1936, pages 19 and 20, 
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it feels are necessary to the maintenance of a sound banking 
system: 


“Facilities adequate to serve the needs of the public but 
not so excessive as to impair the prospects of profitable oper- 
ations of the individual units; 

“Reasonable and co-ordinated policies regarding the 
chartering and supervision of all types of credit agencies; 

“Maintenance of adequate capital equities; 

“Operation with sufficient margin of profit to assure the 
continued functioning of a bank; 

“Avoidance of payment of excessive unearned dividends 
with consequent weakening of the capital structure; 

“Avoidance of speculative practices in the extension of 
loans and the purchase of securities; 

“Avoidance of excessive loans to officers, directors, their 
interests, and to other favored parties; 

“Prompt elimination of hazardous and worthless assets 
from the bank’s portfolio and proper provision for deprecia- 
tion of assets; 

“Maintenance of a proper distribution of assets so as to 
permit prompt and easy discharge of the bank’s expected 
and foreseeable obligations; 

“Provision for those contingencies and hazards that are 
characteristic of modern banking and of our economic sys- 
tem, as well as those peculiar to the region in which bank is 
located; and 

“Alertness and flexibility of management to permit of 
adjustment to changing circumstances. 

“There is much that supervisory authorities can do, but 
in the final analysis responsibility rests squarely upon bank 
management, and the continuance of our present banking 
and credit systems will depend mainly upon the competence 
of our bankers.’’t 


It is evident from this terse statement of principles that 
it will not benefit the banker to throw caution to the winds 
and over-invest or over-loan his stockholders’ and depositors’ 
funds, or to place them in assets not applicable to the de- 


tIbid., pages 38 and 39. 
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NATIONAL BANK 
OF DETROIT 


Complete Banking and Trust Service 





Statement of Condition December 31, 1941 


RESOURCES 


Cash on Hand and Due from Other 


United States Government Obligations, 
direct or fully guaranteed . . . 

Other Securities 

Stock in Federal Reserve Bank. . . 

Loans: 
Loans and Discounts 
Real Estate ae 
Overdrafts . . 

Branch Buildings wil Leasehold Im- 
provements 

Other Real Estate 

Accrued Income Receivable—Net 

Prepaid Expense : 

Customers’ Liability Account of 
Acceptances and Letters of Credit 
TOTAL RESOURCES 


$ 84, 
16 


Deposits: 
Commercial, Bank and Savings . 
U. S. Government 
Treasurer, State of Michigan . 
Other Public Deposits 
Capital Account: 
Preferred Stock (350,000 shares) 
CommonStock(1,000,000shares) 
Surplus. 
Undivided Profits ... 4, 
Reserve for Retirement of Pre- 
ferred Stock 
Reserve for Common Stock Dividend 
No. 15 payable February 2, 1942 
Reserves 
Our Liability Account of Acceptances 
and Letters of Credit 


TOTAL LIABILITIES .... 


$583, 
21 
13, 
18 





+ 


Member Federal Deposit Insurance Corporation 


381,368.15 


»702,892.31 
73,810.01 


LIABILITIES 


587,130.17 


,644,544.32 


580,079.30 


; ,064,099.93 


776, 923.50 


125,000.00 


> 








THE BANKERS MAGAZINE for February, 1942 


$235,807,326.77 
278,584,925.82 


54,668,827.07 
900,000.00 


101,158,070.47 


1,067,383.35 
1,490.25 
1,718,666.16 
621,476.71 


2,276,310.97 
$676,804,477.57 


$636,875,853.72 


34,901,923.50 


412,500.00 
2,337,889.38 


2,276,310.97 
$676,804,477.57 


United States Government securities carried at $46,415,169.91 in the foregoing statement 
are pledged to secure public and trust deposits and for other purposes required by law 











mands of commercial banking merely because his institution 
is a member of the F. D. I. C. In no way can this insurance 
be construed as a substitute for good bank management. 


Death or Life Insurance for Banks.—As one banker 
bluntly put it, “Federal Deposit Insurance, so far as the 
bank itself is concerned, is death insurance, protecting the 
depositors only after the bank ceases to function as a going 
or live institution.” 

If that statement has any truth in it, then the adoption of 
this Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Commercial Banking 
comes closer to, being life insurance for banks (i.e., insurance 
for its continued life) than merely another idea in bank 
management. 


TIME FOR A TAX PROGRAM 


Secretary Morgenthau acknowledges that he has aban- 
doned his earlier view that two-thirds of the money required 
by the Government should be raised by taxes. This was inevi- 
table. Next year’s budget calls for $59,000,000,000 of: ex- 
penditures. To raise two-thirds of that by taxes is impossible. 
The revised objective must simply be to raise as much of the 
cost of the war by taxes as can possibly be done without dam- 
age to American production. 

The Revenue Act of 1941, for all its lowered exemptions 
and increased rates, was calculated to bring in only $3,500,- 
000,000. The President has recommended that this year’s 
tax bill must bring in twice as much. This is scarcely a job 
that can be done by hiking up a surtax here or an excise there, 
or by “closing loopholes,” although all those will be necessary. 
It is a program that will require new taxes and new methods 
of collecting taxes. Every one recognizes this. Every one 
is prepared for bad news. Every one wants to know what he 
must expect and plan for. But what is the Treasury doing 
about it?—New York Times. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


American Gold 

The Bank of England has suggested 
a course with regard to the supply of 
bullion in Ireland, which may save 
trouble and risk to emigrants. At pres- 
ent these parties take sovereigns which 
they exchange for American money be- 
fore proceeding into the interior, re- 
ceiving gold eagles or other coins at the 
rate of $484.50 for £100. but owing to 
the influx of specie from the United 
States the Bank in London has an abun- 
dant supply of American eagles which 
they could part with at the rate of 
$484.85 for £100. If the emigrant, 
therefore, were to take these instead of 


February, 1852 


sovereigns (which he might do at a frac- 
tional profit of 35 cents, or ls. 5d. per 
cent.) he would avoid the necessity of 
an exchange, or the possibility of any 
deception being practised upon him as 
to current value or fulness in weight, 
while at the same time the waste labor 
of melting and recoinage would be 
saved in the respective countries. It 
has consequently been communicated to 
the Bank of Ireland, that, if they would 
make these circumstances known, and 
would think proper to receive any num- 
ber of eagles to meet the demand that 
may arise, there would be no difficulty 
in the arrangement. 


50 YEARS AGO 


The Bankers Magazine 


A New Bank System? 


The other day, a member of the Com- 
mon Council of Philadelphia, well 
known for his investigations into the 
Keystone National Bank wreck, re- 
marked that a new bank system was 
wanted. In other words, the failure of 
the Keystone National Bank, and of the 
other National banks during the last 
few months, had conclusively shown 
that the system itself was defective and 
should be displaced by another. We 
differ radically from this conclusion. 
The causes for the recent failures are 
well known; only those who are blind 
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or will not see need be ignorant of 
these things. The principal cause of 
these failures was speculation pure and 
simple, either by the cashier or man- 
ager, or other leading officer; and in 
some cases the board of directors was 
also involved. The next principal cause 
was the use of the assets of the bank 
by the manager, or a small ring within 
the institution, for outside operations: 
either the construction of railroads or 
factories or other enterprises of a simi- 
lar character. These things cannot be 
charged to any defects in the National 
bank system; for it does not tolerate 
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speculation or the lending of resources 
of a bank on land securities. Those 
who have ever read the law well know 
how severe its provisions are against 
making loans of a permanent nature. 
The design of the system is to assist 
commercial classes by lending to them 
money. In short, the system is designed 
to lend money for short periods to men 
or companies engaged in mercantile or 
kindred pursuits and to no others. It 
would be difficult, after all the experi- 
ences through which the country has 


passed, to add additional safeguards for 
keeping banks true to this purpose. No 
one has suggested hardly a change in 
the law for the correction of the evils 
which are so well known. How, for 
example, can a more stringent regula- 
tion be made against lending money on 
security of real estate? If a bank does 
this, the Government can annul its char. 


‘ter; surely no punishment can be more 


severe to a man or corporation than that 
of death, which is precisely the kind 
of punishment the law prescribes. 


25 YEARS AGO 


The Bankers Magazine 


Increasing Federal Reserve Powers 


Proposed amendments to the Federal 
Reserve Act would greatly increase the 
powers of the Federal Reserve Board 
over the banking system of the country. 
Before enlarging control of banking at 
Washington it might be well enough to 
wait and see just what has been the ef- 
fect of the control thus far exercised. 
Has it been beneficial or otherwise? 
The testimony of the members of the 
Federal Reserve Board themselves upon 
this point will perhaps not be conclu- 
sive, and under the abnormal conditions 
prevailing since the law has been in 
operation fair judgment of its effects 
is exceedingly difficult. From the mass 
of conflicting influences profoundly af- 
fecting banking in the United States 
in the past two and one-half years one 
can not readily disentangle the forces 
proceeding from the Federal Reserve 
Act alone. Under the peculiar condi- 
tions arising out of war, some of the 
provisions of the law seem unfortunate. 
We have had a tremendous influx of 
gold, yet in the face of this the law 
radically reduced the amount of re- 
serves which the banks were required 
to keep. With so much gold coming 
in, a contrary policy would have been 
wiser. Of course, nobody could foresee 
what has happened. But the lesson 
seems as yet imperfectly learned, for it 
is proposed to still further inflate the 
bank reserves of the country by re- 
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depositing all of them with the Federal 
Reserve banks and by requiring banks 
to Keep on hand only a certain amount 
of till money, irrespective of its charac- 
ter. This would virtually mean a weak- 
ening of actual banking reserves at a 
time when it would seem that they 
should be strengthened. But the Fed- 
eral Reserve Board asks for power to 
compel an addition to the reserves of 
member banks, thus adopting the prin- 
ciple of a fluctuating reserve—a princi- 
ple with which no one can quarrel. 
Whether it would be wise to entrust this 
power to the Federal Reserve Board is 
another question. If concerted action 
is desirable on the matter of banking 
reserves, why could it not be more effi- 
caciously taken by the clearing-houses 
of the banking centers than by the Fed- 
eral Reserve Board? The matter would 
seem to be a banking problem pure and 
simple. Where lies the wisdom or 
value of governmental intervention? 

It is at least an open question, in the 
light of the limited experience had un- 
der the exceptional conditions noted 
above, whether the Federal Reserve 
Board has so wisely discharged the 
functions already committed to it as to 
justify a further grant of power. Nor 
is sufficient information yet at hand to 
enable one to form an intelligent judg- 
ment as to whether or not the entire 
Federal Reserve system has been so effi- 
cacious as to warrant further extension 
of its powers. 
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Some Problems of 


War Finance 


ITH America at war, we have en- 

\\ tered the new year under entirely 

different circumstances from those 
which prevailed when last I addressed 
you. At that time, although many na- 
tions were at war, our production was 
largely devoted to the country’s normal 
living and business needs. Today, we 
are rapidly entering a full war time 
economy and our attention is, and in 
ever greater measure must continue to 
be, devoted to the production of the 
implements of war and the training of 
man power. 

Production is now all important. 
The speed and volume of production of 
the needed armaments will determine 
how soon this conflict will be brought 
to a close, how great will be the loss of 
life, and how intense will be the strain 
upon our economic structure and re- 
sources. It is to the latter, the effect 
upon our American economic structure 
and resources, that I want to devote my 
remarks today. 

There is no question in my mind but 
that the resources of this country will 
be the factor which will finally bring 
a conclusion to this war—favorable to 
us and to our Allies. Our resources 
represent the world’s greatest accumu- 
lation of real wealth, of manufacturing 
facilities and of raw materials. Of 
equal importance, our resources include 
men of inventive genius, of great man- 
agement talent, and of skill in work- 
manship. These resources, in the hands 
of a people determined to preserve a 
manner of living under which the rights 
of the individual are supreme, are 
bound to prevail. 


By Walter S. McLucas 


Chairman of the Board, National Bank of 
Detroit, Mich. 


Our course must be to bring all of 
our resources to play upon the task at 
hand, with the least possible delay, and 
so to conduct ourselves that we will 
reach the end of the war emergency 
with the minimum damage to the main 
fabric of our economic system. Mcst 
of us cannot participate in the actual 
fighting. We can, however, render val- 
uable services in other ways. While so 
many of our young men and women 
are away, offering their lives in the 
service of our country, we must devote 
ourselves to producing the material they 
need and to protecting the home front 
so that they may return to a civil life 
under which there will be opportunity 
and personal freedom. Those of us 
who stay at home must look after our 
duties with an increased devotion; we 
must discipline ourselves to do with 
less so that the armed forces may have 
more; we must pay for the war, as it 


‘‘There is no question in my 
mind but that the resources of 
this country will be the factor 
which will finally bring a con- 
clusion to this war—favorable 
to us and to our Allies,’’ says 
Mr. McLucas in the accompany- 
ing statement which is part of 
his address to the ninth annual 
meeting of the stockholders of 
the National Bank of Detroit. 
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goes on, to the maximum extent possi- 
ble without permanently injuring our 
American free enterprise system. 


Consequences of the Debts 


War is destructive not only to the 
lives of people but also to the economic 
system of a country. A realization of 
that fact, on the part of all of us, will 
go far toward neutralizing the injuri- 
ous effects. We must realize that the 
creation of a huge public debt has so- 
cial consequences affecting every indi- 
vidual in the nation. The greater the 
debt, the greater will be the degree of 
governmental control over the rights 
and liberties of the people. Admittedly, 
many controls are necessary during a 
period of war emergency, but our own 
actions and the statesmanship of our 
legislative and administrative officials 
will determine the status of the indi- 
vidual after the war is over. 

Our future well-being depends to a 
great extent upon how the war is 
financed. It depends upon how taxes 
are levied and upon who buys the secu- 
rities which must be sold by the Gov- 
ernment to cover the amount of war ex- 
penditure that cannot currently be met 
by taxation. 

As to taxes, we undoubtedly are ap- 
proaching the point where the neces- 
sary increases must be borne by our 
entire population. Although additional 
revenues may be realized through tech- 
nical and other adjustments in the busi- 
ness levies, we have apparently reached 
the stage where further impositions of 
taxes in that direction will be disas- 
trous to the ability of industry to meet 
the future demands of the country. 
From the long-term standpoint, the 
adoption of the principle of an over-all 
limitation of profits would represent, 
in my opinion, such a disaster. It 
must be remembered that, when the war 
is over, it is to private industry that we 
must look for broad-scale employment 
in peace time endeavors, if we are to 
avoid collapse in our system of free 
enterprise. From the immediate stand- 


point, it is also essential to avoid meth- 
ods and degrees of taxation that may 
encourage waste, suppress incentive, 
and result in reduced efficiency of the 
war effort. To a great extent, the same 
is true of personal income surtaxes, 
which now stand at the highest levels 
ever imposed in this country. Further 
increases here would tend, finally, to 
eliminate our American middle classes 
which are the backbone of American 
life. 

The principle of applying taxation in 
accordance with the ability to pay is 
well grounded in our tax system. The 
present situation requires not only a 
continuation of existing levies which 
are applied on this basis, but also some 
over-all measure, such as a broad Fed- 
eral Sales Tax or Salary and Wage 
Withholding Tax. Such taxes should 
produce greatly increased revenues and, 
at the same time, should tend to reduce 
buying power at the source, thereby 
easing the degree of governmental re- 
striction necessary for controlling 
prices. ... 

In previous annual reports to you, I 
have frequently spoken on the general 
subject of thrift. Today, that subject 
is more important to us than ever be- 
fore. Thrift must be practiced by our 
Government by discounting every non- 
essential expenditure so that the burden 
our people must carry will not be made 
heavier than is absolutely necessary. 
Heretofore, thrift on the part of the 
individual has been largely a matter 
of personal choice. Now, individual 
thrift is a public duty for two compel- 
ling reasons: first, expenditures for lux- 
uries, even though people have the 
money to spend, create a diversion of 
production facilities which should be 
employed for the prosecution of the war 
and, second, saving and making our 
savings available through the payment 
of taxes and the purchase of Defense 
Bonds during the war emergency will 
have an important bearing upon the 
size and the economic effect of the pub- 


lic debt. 
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THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office - 55 WALL STREET + New York 


Condensed Statement of Condition as of December 31, 1941 
(In Dollars) 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers $ 985,161,064 
United States Government Obligations (Direct or Fully 

Guaranteed) 1,137,543,527 
Obligations of Other Federal Agencies... . ee 45,756,272 
State and Municipal Securities ee ee er 164,997 ,544 
a ee a 66,145,598 
Loans, Discounts and Bankers’ Acceptances........... 618,810,573 
Real Estate Loans and Securities : a 6,320,682 
Customers’ Liability for Acceptances.................. 6,376,694 
Stock in Federal Reserve Bank Penton 4,290,000 
Ownership of International Banking Corporation 7,000,000 
Bank Premises 39,522,843 
Other Real Estate : 1,607 
Other Assets 934,178 


$3,082,860,582 


$2,878,821,222 
$13,092,737 
Less: Own Acceptances in Portfolio. . . 4,495,723 8,597,014 


Items in Transit with Branches ; 8,131,542 
Reserves for: 
Unearned Discount and Other Unearned Income 3,843,790 
Interest, Taxes, Other Accrued Expenses, etc. ....... 7,475,921 
Dividend 3,100,000 
$77,500,000 
sicsdh to es ise aden ulation inrha eee eats 77,500,000 
Undivided Profits 17,891,093 172,891,093 





$3,082,860,582 


Figures of Foreign Branches are as of December 23, 1941, except Hong Kong, 
Shanghai, Tientsin, Peiping, Tokyo and Rangoon, which are as of November 25, 1941. 


$190,851,507 of United States Government Obligations and $13,222,360 of other assets 
are deposited to secure $176,658,678 of Public and Trust Deposits and for other purposes 
required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ROAD economic changes are be- 

ginning to develop as the result of 

War shortages, needs and alloca- 
tions. Some officials are now beginning 
to recognize the fact that such rationing 
as tires and automobiles, for example, 
will soon have definite repercussions 
on banks and building and loan associ- 
ations. The patriotic drive to sell more 
and more Defense Bonds and Stamps 
will, as some statistics already show, 
affect savings deposits and possibly in- 
vestments. If the tax bill is as basic 


and heavy as is being predicted in many 
official quarters, there will be a prob- 


able dearth in investments in some 
forms, along with broad changes in buy- 
ing habits, home ownership drives. 
No official here will attempt to out- 
line the detailed pattern of possible 
changes which are now but dimly fore- 
seen. The forces are so complex and 
varied; the national income is growing 
due to huge expenditures of the Gov- 
ernment, and the road is fog-en- 


shrouded. 


The meeting here of the Conference 
of Mayors of the leading cities of the 
United States along with officials from 
cities in Canada and Mexico brought 
intimations that city populations would 
grow and suburban growth recede. 
Chairman of the Reserve Board Marri- 
ner S. Eccles proposed that the larger 
cities lay out a program now of re- 
claiming the “blighted areas” that ex- 
ist in nearly every population center. 
With the help of the Federal Govern- 
ment, these areas should be redesigned 
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and reclaimed, parks and playgrounds 
added, until they become an asset rather 
than a tax liability. 

Officials of the Federal Home Loan 
Bank are pointing out to member insti- 
tutions that ownership shifts may be 
coming; that suburban areas will feel 
the effects of rubber and automobile 
rationing. 

The possible effect upon banking in 
general is not yet forecast, but some 
bank associations are watching appre- 
hensively the effect of travel restric- 
tions. Will the small town bank again 
become more important to the com- 
munity than the larger bank in the city 
where good roads and cheap travel 
beckoned depositors? Will there de- 
velop a need for more branch banks— 
offices of larger banks in communities 
which have had no banks for many 
years? 

Housing Congestion 

The effect of great War expenditures 
and factories operating around the 
clock is creating heavy congestion in 
many areas, and the housing of these 
workers is taxing the capacities of a 
number of emergency agencies of the 
Government. This has, in turn, de- 
veloped into something of a feud be- 
tween those who feel that private finan- 
cial institutions should construct these 
homes and those who want the Gov- 
ernment to do all the building. In be- 
tween are those bankers who hesitate 
to make investments, fearing that em- 
ployment is likely to end suddenly and 
large areas will be depopulated. The 
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Federal Housing Administration is 
urging that more banks invest in Title VI 
mortgages. The Federal Home Loan 
Bank and the United States Savings and 
Loan League are championing the rdle 
of private investment and construction 
of new homes. Meanwhile, Charles 
Palmer, Housing Coérdinator for the 
war emergency groups, is going ahead 
to place homes—any homes—wherever 
the need exists. The United States 
Housing Authority is pressing for more 
construction by the Government of the 
slum-clearance type. 

The Conference of Mayors showed 
their hesitancy over some of these de- 
velopments in warnings over slipshod 
construction and the fear of ghost 
towns after the war is over. This fear, 
as well as a desire to protect the integ- 
rity of cities, brought from the mayors 
a defiance of the Administration’s de- 
mand that the tax-exempt bonds of 
states and municipalities and of the va- 
rious authorities be subject to Federal 
tax. 


The Tax Bill 


The problem of financing the war ef- 
‘ort is now dependent upon the tax bill, 
which must soon be faced, and the De- 
fense Bond selling program. The pay 
roll deduction system is taking hold, 
with maximum results to be expected 
in the early summer months. At the 
mid-January date, it was estimated that 
more than 8,000 firms had adopted the 
system with more than 10,000,000 em- 
ployees. 

Secretary of the Treasury Morgen- 
thau has no doubt that he can raise the 
funds necessary to prosecute the war, 
whatever the tax bill may be. The size 
of the national debt is not being fore- 
cast officially. Senator Taft, Ohio Re- 
publican, and a member of the Senate 
Banking Committee, believes it may go 
as high as $200 billion. 

To aid the Treasury in its financing, 
but not directly as a part of the taxing 
program, are the new increases in So- 
cial Security levies. The President pro- 
posed in his message to Congress that 
the Social Security program be enlarged 
and broadened; that more people re- 
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ceive benefits, and that these benefits 
be greater. Looming ahead is virtual 
Federalization of the aids to unemploy- 
ment and to the aged. The funds col- 
lected will provide means for Govern- 
ment investments of its bonds. That 
will provide Treasury support. 
Banking Legislation 

Banking legislation is at a minimum 
early in January. The Reconstruction 
Finance Corporation has asked that its 
lending authority be increased in order 
to meet new defense plant construction 
demands. It also asks for further le- 
galization of its established war insur- 
ance fund. 

There has been introduced in both 
the Senate and the House bills to ex- 
pand the scope of the Federal Home 
Loan banks and aid the local savings 
and loan associations. Some bankers 
are looking with disfavor on these meas- 
ures. In explanation of these bills, 
Morton Bodfish, former Home Loan 
Bank Board member and now Executive 
Vice-President of the Savings and Loan 
League, said: 

“The three bills have left out the con- 
troversial supervisory material but con- 
tain essential provisions which may 
justly claim the attention of Congress 
in these times. . . . In summary, the 
bills only deal with matters overwhelm- 
ingly approved by the House when our 
bill passed in May, 1940, and which, 
in brief, made appropriate amendments 
to the Home Loan Bank Act to assist 
in serving member institutions. The 
bill permits Federally chartered associa- 
tions some flexibility in their investment 
powers, including the right to make 
FHA Title I advances, small rental 
housing loans, and to generally per- 
form loan and investment services con- 
sistent with the business. 

“Several adjustments are made in the 
insurance corporation statute, including 
an equitable termination provision and 
an appropriate settlement section be- 
cause the present section has been sub- 
jected to untrue and irresponsible criti- 
cism. We will request adjustment of 
insurance premiums to a fair and equi- 
table basis.” 






























Investment 
and Finanee 


Epitep By OSCAR LASDON 


Interest Rates 


ILL interest rates stiffen? 

At a round table discussion 
sponsored by the American Eco- 
nomic Association, majority opinion 

predicted a general upward trend. 
Calvin Bullock, well known in the 
investment community, expressed the 
belief that short-term interest rates 
would tighten during the course of the 
War. Admitting that the large volume 
of idle funds and the vast powers of 
monetary management now vested in 
the Government would make any rise 


slow and gradual, Mr. Bullock never- 
theless arrived at the conclusion that the 
great war effort could not be financed 
without ultimately causing a marked 


rise in the price of money. Mr. Bul- 
lock was doubtful that the economic 
consequences of this war would differ 
from those of other major conflagra- 
tions. During other war periods, as 
everyone is well aware, rising commod- 
ity prices and rising interest rates were 
conspicuously present. 

A prediction that the whole interest 
rate structure would be higher in the 
post-War period was made by Professor 
B. H. Beckhart of Coiumbia University. 
Professor Beckhart felt that the in- 
crease in short-term rates would prob- 
ably be sharp enough to carry it above 
the rising level of long-term rates. He 
pointed out that the short-term rate fell 
proportionately more than the long-term 
rate during the 1929-1941 period and 
that the short-term rate might now be 
expected to rise proportionately more 
if past experience was any guide. 
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Expert monetary advisers David L. 
Wickens and Woodlief Thomas of the 
Federal Reserve System were also pres- 
ent. Mr. Thomas was of the opinion 
that short-term interest rates might 
tighten but that long-term interest rates, 
influenced by Treasury policy, might not 
experience a like tendency. Calling at- 
tention to the fact that a rise in interest 
rates would mean a heavier cost of 
financing the war, the Treasury would 
naturally be interested in utilizing its 
money market controls to hold rates 
down even though the money market 
were heavily drained. 

Mr. Thomas also referred his col- 
leagues to British experience. In Brit- 
ain, although the debt has risen con- 
siderably, interest rates have shown no 
appreciable rise. Looking abroad, our 
own Government would want to emu- 
late this satisfactory performance. 

According to Mr. Wickens, the post- 
war period would witness a_ serious 
shortage of capital in the United States. 
Mr. Wickens anticipated that we would 
experience a tremendous demand for 
both equipment and consumer goods 
from home and abroad, and an abnor- 
mal demand for credit would naturally 
result. Under these circumstances, he 
believed that a rise in interest rates 
would be forthcoming. 

One may draw his own conclusion in 
this controversy. It can hardly be de- 
nied that the Government has full con- 
trol over money rates and that it is in 
the Government’s interest to maintain 
an easy money policy. Think of what 
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would happen, for example, if Treasury 
obligations declined in the open market 
so that yields to maturity would rise 
above 234 per cent. Holders of de- 
fense bonds would redeem their non- 
negotiable certificates and proceed to 
purchase negotiable obligations, thus 
securing an added return on their in- 
vestment. The cost factor, as far as 
it affects war financing, has already 
been mentioned. 

It is probable, therefore, the interest 
rates during the War will not vary 
much from the present level. As for 
the post-War period, control of interest 
rates will still be in the hands of the 
Government and the trend will be in- 


fluenced by whatever political consid- 


erations are dominant at that time. 


“_ 


CAPITAL ISSUE CONTROL 


Because of the shortage of capital 
in World War I, it was then necessary 
to form a Capital Issues Committee with 
power to regulate and control corpo- 
rate financing. Financing of the Gov- 
ernment War effort required use of the 
total financial resources of the nation. 

Today, the necessities of War still 
need the full support of every man’s 
and every institution’s dollar. How- 
ever, the present situation differs strik- 
ingly from that which prevailed in 
1917-1918. There is currently avail- 
able a huge supply of funds which can 
supply both industry and Government 
with their needs. 

Nevertheless, it is reported that the 
Securities and Exchange Commission 
has been suggesting the organization of 
a control body so that only those flota- 
tions not impeding the War effort could 
be issued. Monetary authorities, how- 
ever, have questioned the necessity or 
desirability of such a procedure. Ac- 
cordingly, it does not appear likely that 
the near future will witness a repeti- 
tion of war time security issuance regu- 
lation. 

Viewed from the standpoint of the 
banking position, grounds for justify- 
ing control of corporate access to the 
nation’s financial resources are inade- 
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quate. The vast reservoir of excess 
reserves, well over $3 billion in spite 
of the high reserve requirements of the 
Federal Reserve Board, stands in 
marked contrast to the dearth of funds 
and the high money rates of twenty- 
five years ago. 

In addition, frequently overlooked is 
the fact that strict control of materials 
is exercised under the priority regula- 
tions of the WPB. Only those plants 
needing the materials for the war effort 
are favored, while factories turning out 
goods unrelated to the program must 
await their turn. Even if flotations of 
new capital issues are not curbed, the 
issuing companies would find it ex- 
ceedingly difficult to use their funds to 
obtain materials unless their production 
was on a “must” list. 

The Treasury Department entertains 
no doubt whatsoever as to the ability 
of the country to finance the huge war 
budget passed by Congress. 


_ 


COMMERCIAL LOANS 


Commercial loans are expected to 
continue their upward climb. Rising 
prices and all-out production have 
forced business management to tie up 
large amounts of working capital in 
inventory and goods in process of 
manufacture. 

Many corporate balance sheets are 
revealing insufficient margins of cash 
with which to meet the heavy income 
tax payments that are shortly coming 
due. The apparent solution is a resort 
to bank credit and banking circles are 
anticipating a renewed demand for ac- 
commodations at a time when business 
loans normally experience some de- 
cline. It is estimated that the amount 
of such accommodations may total 
many hundred million dollars. 

Even after these temporary accom- 
modations are repaid, the volume of 
business credits should continue to 
swell. Defense loans to industry must 
keep expanding sharply if we are to 
attain the full production so necessary 
to win the war. Furthermore, the ris- 
ing price level will also serve to aug- 
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ment the dollar amount of business 
demands. 


_ 


DEFENSE BONDS 


Although Defense Bonds are being 
bought in volume much of this purchas- 
ing is being paid for out of savings 
rather than out of current income. The 
latter course is desired by the Treasury 
as Defense Bonds purchased out of cur- 
rent income result in a corresponding 
decline in consumer purchasing power 
and inflationary tendencies are thus re- 
strained. Sad to relate, however, the 
Treasury’s objective is not being accom- 
plished in the degree originally antici- 
pated. 

Consider the experience of New York 
State savings banks. Individuals buy- 
ing bonds at these institutions have 
been drawing down deposits for their 
purchase. December was a_ banner 


month for the sale of Defense Bonds 
through the savings banks but it is a 
matter of record that such purchases 
were more than offset by withdrawals. 
And this practice, according to Henry 


Bruere, president of the Savings Bank 
Association of the State of New York, 
means that “people are not saving any 
substantial portion of their current in- 
come.” 

December sales of Defense Bonds in 
savings banks throughout the state 
amounted to $29,577,000. During the 
same month, however, there was a loss 
of $27,550,000 in deposits, despite the 
$34,900,000 credited as year-end divi- 
dends. The year’s loss in savings de- 
posits totaled $134,697,000, although 
aggregate deposits are still over $5,- 
500,000,000. 

Funds thus withdrawn from savings 
institutions force the latter to sell Gov- 
ernment obligations in order to main- 
tain the proper cash reserves. In other 
words, as Mr. Bruere aptly states the 
case, “Savings so transferred are 
merely switched from one type of Gov- 
ernment bond to another, with little if 
any net gain to the defense financing 
program and an actual increase in cost 
to the Government. 

“Not until there is widespread shrink- 


age in civilian consumer spending, and 
regular addition to total savings,” added 
Mr. Bruere, “will the campaign for 
Victory receive the right kind of popu- 
lar financial support and the preserva- 
tion of a sound economy be assured.” 


—_ 


WAR FINANCE 


President Roosevelt’s war budget 
calls for military expenditures the ex- 
tent of which has never been equaled 
by any nation. It is estimated that 
Treasury borrowings between $50 bil- 
lion and $55 billion will be necessary 
over the next year and a half. 

Where will the money come from? 
Social security funds can supply only 
$3 billion. If added pay roll taxes are 
levied, perhaps another $2 billion may 
be available from this source. De- 
fense bond sales, even though sharply 
expanded, can hardly be expected to 
total more than $15 billion. As these 
items add up to a mere $20 billion, 
the open market must be tapped for 
over $30 billion. 

Life insurance companies may have 
$2 billion of funds available with which 
to subscribe to Treasury issues. Sav- 
ings banks are not expected to be of 
much assistance as deposit growth has 
been checked. It is obvious, therefore, 
that commercial banking institutions, 
which now hold roughly $20 billion of 
direct and indirect U. S. Government 
obligations, will have to take up the 
burden. In mid-1943, we will probably 
find the commercial banks holding al- 
most 50 per cent of the national debt, 
as compared with the present ratio of 
31 per cent. 

As to the type of obligation to be 
issued to the commercial banks, all in- 
dications point to large sales of short- 
term notes. This has been the practice 
in England and it gives the Treasury 
the advantage of a lower average cost 
of financing. The banks also prefer 
short-term issues because these are less 
subject to wide market fluctuation. With 
deposits expanding sharply as the re 
sult of additional Treasury loans, capi- 
tal to deposit ratios will decline; conse- 
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quently, the possession of a large pro- 
portion of resources in assets subject 
to depreciation is hazardous. 


_— 


TAXES 


A study by the National Industrial 
Conference Board shows that state and 
local taxes reached a total of $8,538.- 
000,000 in 1940. Estimates for 1941 
indicated state and local taxes of about 
$8,925,000,000. This was a new high. 

Total Federal tax collections of $5,- 
569,000,000 in 1940 compare with a 
new high of $7,673,000,000 for 1941. 
In 1942, of course, total Federal col- 
lections will be even greater, owing to 
higher rates and an expanded national 
income. 

A tabulation of certain state and local 
tax collections for 1940 is submitted 
below. 

Per 
Capita 


Total 
Collections 
New York 
New Jersey 
California 
Nevada 
Massachusetts... 
Illinois 
New Hampshire 
Average U. S 


Arkansas had the lowest per capita 
levy, which amounted to $25.44. 

State collections in 1940 amounted to 
$3,877,000,000 while local levies of $4,- 
661,000,000 accounted for the remain- 
der of the $8,538,000,000 total. 

The Conference Board reported that 
high local levies, rather than high state 
taxes, accounted for the level of per 
capita taxes in New York, New Jersey, 
Massachusetts and New Hampshire. 


97.29 
92.14 
90.11 
87.76 
78.24 
74.62 


405,000,000 
638,000,000 
10,000,000 
380,000,000 
619,000,000 
37,000,000 


_— 


FEDERAL AND STATE TAXATION 


Reserve Board Chairman Marriner S. 
Eccles seems to have stirred up a hor- 
net’s nest with his suggestion that states 
and cities continue their taxes at pre- 
vailing high levels even though Fed- 
eral tax rates have soared sharply up- 


$108.77 $1,469,000,000- 


ward. Addressing the Conference of 
Mayors in Washington, Mr. Eccles 
stated that this was not the time to re- 
duce taxation. Surplus revenues, he 
pointed out, should be utilized to retire 
municipal and state debt; if any local 
government were fortunately free of 
such obligations,, then the excess funds 
should be used for the purchase of U. S. 
Treasury securities to help finance the 
armament program. 

Mr. Eccles recommended continuing 
high taxation in the interest of heading 
off inflation spirals which are showing 
signs of developing. Furthermore, he 
contended that states and cities, by fol- 
lowing the recommended policy, could 
thus build up credit reserves for use in 
the post-war period. 

The response which greeted the chair- 
man’s utterance was largely caustic and 
critical. His remarks stood in bold con- 
trast to sentiment lately expressed in 
Congress with regard to local levies. 
In legislative circles in Washington, it 
had been recommended that the states 
reduce sales taxes and other levies that 
might overlap Federal taxes, so that 
less resistance to the latter might be en- 
countered. 

The reaction of the harassed taxpayer 
was hardly complimentary. This was 
not the time, it was objected, to main- 
tain Chairman Eccles’ Spartan code. 
Where states and cities are able to effect 
economies and save money, it was their 
duty to reduce tax rates so that the 
average citizen would have something 
more than buttons with which to meet 
Federal tax demands. “How,” queried 
many a taxpayer, “can I contribute to 
inflation when I can hardly find money 
enough to pay my tax bills?” 

It’s all a matter of viewpoint. 


© 


Futt employment of America’s man power 
and material resources, now forced by the 
war, carried over into the peace would give 
this country the highest standard of living 
it has ever known. 

This is the central forecast of the first of 
a series of exploratory reports on postwar 
problems for the Twentieth Century Fund 
by Stuart Chase, and soon to be made pub- 
lic by the Fund. 
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Finaneial 
Situation 


N all the many nations either now 

actively engaged in war or prepar- 

ing for such activity, the problem 
uppermost bears a striking similarity 
—finding means to carry on war more 
effectively. This calls for man power, 
weapons of defense and offense, huge 
supplies of food and clothing, immense 
outlays of money. To this vast task 
the nations are now addressing them- 
selves to a degree that greatly restricts 
the usual operations of trade and 
finance, with the consequent relega- 
tion of civilian requirements to a sec- 
ondary place. How long this extraordi- 
nary state of affairs is to continue is 
something beyond the power of conjec- 
ture. 


GREAT BRITAIN 


COMMENTING on a tabulation of the 
currency circulation—including Bank of 
England notes, notes of the Scottish and 
Irish banks and coin—The Economist 
says that the main features brought out 
by the table are the acceleration in the 
expansion of the circulation over the 
six months to October and the fact that 
the circulation of coin and the holding 
of cash by the commercial banks have 
increased much more slowly than the 
total circulation in the hands of the pub- 
lic. In the 26 months of the war, 
the net circulation has increased at the 
average rate of 17.5 per cent per an- 
num; over the twelve months October, 


1940, to October, 1941, the rate of in- 
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Abroad.. 


A Monthly Survey 


crease was 16.6 per cent per annum, 
and over the six months to October, 
1941, it was 22.2 per cent per annum. 
The amount of coin outstanding has 
hardly altered over the last six months 
of this period. The commercial banks’ 
holdings of till money have risen by a 
mere 5 per cent over the twelve months 
to October. The relative stability of 
the coin circulation and of the banks’ 
till money suggests very strongly that 
special factors unconnected with the 
normal expansion in the demand for 
currency have played some part in the 
recent increase in the circulation. The 
use of notes for hoarding purposes, for 
black market dealings and for tax eva- 
sion in commercial operations would 
all rank in this category. 


Wages and Inflation 


Ir is foolish to imagine that the prob- 
lem of preventing inflation (using that 
well-worn phrase as a symbol for the 
whole problem of preserving the na- 
tional economy from a greater and more 
damaging degree of distortion than is 
absolutely unavoidable) can be solved 
by physical restrictions alone as that 
it is a task for monetary devices only. 
For those who have eyes to see, there 
is plenty of evidence of purchasing 
power spilling over the dam that has 
been built to contain it. It is true that 
the cost of ordinary living has been 
stabilized with substantial success—or 
that it had been stabilized until the re- 
cent increases in food production costs, 
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which Mr. Hudson says are going to be 
put on to the consumer—and that there 
is no widespread, flagrant profiteering 
by the ordinary trader, which was such 
a scandal in the last war. But there are 
plenty of signs of suppressed inflation 
—without there being any need to go 
to the black markets (which are prob- 
ably still small) to find them. In a 
full war economy, any market which is 
legal but uncontrolled and compara- 
tively unrestricted can be called a grey 
market, and the grey markets, of all 
shades from off-biack to off-white, flour- 
ish exceedingly. Department store sales, 
in spite of restrictions, are excellent, 
and expensive durable merchandise, in 
the peculiar circumstances of wartime, 
is selling much better than hot cakes. 
One large store in London can sell 
suites of furniture costing over £500 in 
greater numbers in one week than in 
one or more months before the war. 
Such markets as those in race-horses 
and antiques are booming. And every 
article of popular consumption which 
is not rationed is demanded in very 
large quantities. Is it, for example, to 
be supposed that the enormous wartime 
demand for tobacco reflects a national 
attack of nerves—or a plethora of 
pocket-money ? 


Manifestly, the dam leaks and con- 
sumption is increasing wherever it is 
not held back. One leak is the black 
market. Another leak is the ability and 
willingness of the propertied classes to 
spend out of capital. But both of these 
leaks are probably very small. The big 
leaks are four. First, the fact that it 
is still possible for a smart man to make 
capital profits, which are not subject to 
taxation. Secondly, the fact that small 
one-man trading businesses escape EPT. 
Thirdly, the fact that, under the stimulus 
of EPT, unnecessary business expenses 
continue and even increase—as witness 
the waste of paper in the trade jour- 
nals on the advertising of unobtainable 
goods. And, fourthly, the fact that the 
cash incomes of the wage earners are 
very substantially above their pre-war 
level. This is unquestionably by far the 
biggest leak—the only one that affects 
a whole wide class of the population, 
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since the spending of income-tax payers 
and business firms has, in general, been 
very completely controlled. It is pure 
romancing to suggest that increased in- 
comes for the wage-earner will not be 
spent—or to believe that the hard- 
headed British working man wants more 
money solely because of its benefits in 
the hereafter and not at all because of 
its value at present. It is still true 
that the possession of more money 
makes more consumption possible. So 
long as that remains true, it will be 
necessary, in wartime, to limit the 
amounts of money that get into the 
pockets of the public. 

The argument can be carried still 
further. Even if the wartime controls 
of consumption were completely water- 
tight, it would be a mistake to permit 
a general raising of incomes to per- 
manently higher levels. To do so would 
merely be to ensure that the inflation 
came when the controls were removed— 
or, alternatively, to ensure that the re- 
strictions were never abolished. To 
suggest a wider policy of compensation, 
looking to the non-recurring replace- 
ment of their capital losses by those in- 
dividuals who have been singled out by 
chance for misfortune is one thing; to 
work for a permanently larger stream 
of purchasing power is an entirely dif- 
ferent matter. And when the suggestion 
is, not that the general level of incomes 
should be so increased, but the incomes 
of half the community—with the delib- 
erate intention of stealing a march on 
the other half—it has the added dis- 
advantage of inviting a competitive 
scramble for position in the post-war 
race. Once again, to suggest that the 
power of finance should be used to pre- 
vent arbitrary inequity during the war 
—to prevent anyone’s attention being 
distracted from his war effort by “the 
additional bitter burden of being dis- 
criminated against by accident”—is one 
thing; deliberately to create these dis- 
criminations is another. 

A crop of demands for wage increases 
is up for settlement at the present mo- 
ment, and if the decisions go in favor 
of the workers, there will be a further 
crop to come. There is undoubtedly a 
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case in power politics for these demands 
—that is to say, the unions are in a 
strong position. But there is no case 
at all for saying that the effect of grant- 
ing them would be other than harmful 
to the stability of the national econ- 
omy.—The Economist. 


Banking System in Good Order 


AMONG the many uncertainties which 
necessarily obscure the outlook for 1942 
it is at least satisfactory to know that 
in everything making for efficiency and 
for smooth practical working our bank- 
ing system is in good order, though cir- 
cumstances beyond the control of the 
joint stock and private banks, such, for 
example, as the conditions created by 
war expenditure and general policy as 
affecting prices and currency must not 
be overlooked. And with all deference 
to the activities of the Government, we 
would again emphasize the desirability 
and even the necessity for a stronger 
and more independent movement than 
we have seen at present amongst our 
bankers and business men to be seri- 
ously considering not merely the day 
to day problems but those larger con- 
siderations affecting our financial and 
economic future. Government control 
notwithstanding, these are not the times 
for our bankers and business men to 
abdicate from their responsibilities to 
the nation. The passing of years has re- 
moved from our midst many of the 
great men who laid the foundations in 
the years gone by of our banking and 
industry, but there are many remaining 
well calculated to play their part in 
the years to come if the spirit of initia- 
tion is not allowed to be too greatly 
subdued by present official controls.— 
Bankers Magazine (London). 


~ 


THE ARGENTINE 


ARGENTINE’S exports for the eleven 
months ended November amounted to 
5,765,000 tons valued at 1,326,838,000 
pesos, compared with 8,972,000 tons 
worth 1,326,536,000 pesos for the cor- 


responding period of 1940. Values 
showed a drop of only 0.2 per cent, but 
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the decline in tonnage was 35.7 per 
cent. 

The first stage of Argentina’s huge in. 
ternal bond conversion scheme has been 
a spectacular success. In the period 
concluded November 13, during which 
premiums were offered as inducement 
for prompt bond conversion, accept- 
ances had totalled 2,506,800,000 pesos 
of the general total of 2,783,400,000 
pesos of bonds. The operation involved 
the conversion of 5 per cent and 41% 
per cent internal bonds into new taxable 
4 per cent issues. Redemption requests 
amounted to only 15,700,000 pesos. It 
is pointed out that eliminating from the 
balance the value of certain bonds held 
abroad the actual balance whose holders 
had not indicated whether they intend 
to convert or redeem amounts to only 
120 million pesos. 

Apart from the promptness with 
which the vast majority of bondholders 
have taken up the option for conver- 
sion, the real measure of success of the 
entire operation is seen in the extremely 
heavy cash subscriptions for the new 
bonds at an issue price to the public 
of 93 pesos. The lists for cash sub- 
scriptions were closed November 17 
despite the original announcement that 
these bonds could be subscribed for at 
93.20 pesos until November 20. Ap- 
plications for cash purchases total pro- 
visionally 290 million pesos, and it is 
expected that allotment will be made 
at the rate of 75 per cent of the amounts 
applied for. 

The entire operation has been im- 
pressively successful, reflecting great 
credit on the Finance Ministry, the Cen- 
tral Bank and particularly the Minister 
of Finance, Dr. Acevedo, who has re- 
ceived congratulatory messages from 
representative public groups and insti- 
tutions. 

Commenting on the general situation 
in The Argentine, Ernesto Tornquist & . 
Co. Ltd., say that the gold reserves have 
further increased and the peso exchange 
shows a firm tendency. The clearing 
movement is on the up-grade and fail- 
ures remain low. Money is very plenti- 
ful and the trend of interest rates con- 
tinues downwards. 
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—_ CANADA 
. and Knowing Conditions 


BANK OF MONTREAL 


Established 1817 


500 BRANCHES IN CANADA 


OFFICES in the UNITED STATES 
New York Agency: - 64 Wall Street 
Chicago Office: 27 South La Salle Street 


San Francisco Office : Bank of Montreal 
(San Francisco) — 333 California Street 


ASSETS OVER ONE BILLION DOLLARS 


Current Conditions in Canada 


ONSEQUENT upon the entry of 

Japan and the United States into 

the war, Canada enters upon the 
new year with changes of a far-reaching 
nature in process both in regard to the 
country’s war effort and in the avenues 
of ordinary domestic business, reports 
the Bank of Montreal in its Business 
Summary for January 22. The sum- 
mary continues: 

“Plans for the creation of a Supreme 
War Council, decided upon during Mr. 
Winston Churchill’s visit to Washing- 
ton, are well advanced, and already 
there has been established a Joint Ma- 
terials Codrdination Board, which will 
arrange for the purchase and most ef- 
fective allocation of essential raw ma- 
terials. From the activities of this 
Board, Canada should benefit in a par- 
ticular degree, as hereafter, in regard 
to supplies of materials, Canada and 


the United States are to be treated as a 
single economic unit and a speedy solu- 
tion should be found for problems like 
the shortage of steel which has been 
threatening to slow down certain vital 
war industries in Canada. The Minis- 
ter of Munitions has announced that the 
arrangements at Washington will make 
possible a further expansion of Can- 
ada’s industrial war program. Plans 
are being laid to enlarge the present 
output of tanks, guns, ships and air- 
planes during 1942 and to maintain the 
output of other types of munitions at 
the present level. 

“As regards ordinary domestic busi- 
ness, the progressive curtailment by the 
Government of the production of non- 
essential civilian goods is proceeding 
with vigor, the most striking example 
to date being in respect to the manufac- 
ture and use of rubber goods, conse- 
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quent upon the East Indies, the main 
source of raw rubber, having become 
the scene of active hostilities. This in 
turn has accelerated restrictions upon 
the manufacture of automobiles for civi- 
lian use, and the automobile manufac- 
turing industry, whose monthly produc- 
tion rate has already been reduced to 
one-half of the scale in 1941, has been 
warned that the production of passen- 
ger cars will be completely stopped as 
soon as the existing inventories of al- 
ready fabricated parts have been assem- 
bled, which will probably be early in 
April. Fortunately for the industry, 
there should be available a generous 
flow of orders for military vehicles. 
There will be created a pool of the 
available new passenger cars which 
will be released only to individuals en- 
gaged in duties of an essential nature 
requiring an automobile for their effi- 
cient performance. 

“Measures for the conservation of 
rubber include a ban upon the manu- 
facture of automobile tires for non-es- 
sential transportation uses, an explana- 
tion being that, while there is no imme- 
diate shortage of rubber, provision must 
be made for future requirements. One 
of the new orders makes it a criminal 
offence to burn, cut or destroy any rub- 
ber tire, tube or casing, and severe pen- 
alties are provided. 

“Industries which use tin, of which 
also the East Indies is an important 
source of supply, are faced with a seri- 
ous shortage of raw material and a 
strict rationing of available supplies is 
in process. Also the manufacture of 
civilian radio receiving sets is prohib- 
ited after January 31, except under 
permit. — 


Price Regulation 
“The Wartime Prices and Trade 


Board is rapidly completing its organi- 
zation to maintain the price ceiling 
which went into effect at the beginning 
of December. Special agents have been 
appointed to deal with specific com- 
modities, complete registration of all 
businesses affected by the regulations 
has been provided for, and a Commod- 
ity Prices Stabilization Corporation, 
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which is to adjust import prices to do- 
mestic levels, has been incorporated and 
will be provided with the necessary 
funds for its purpose. It has been in- 
timated that these funds will be avail- 
able only to absorb price differences in 
respect of essential commodities, a wide 
range of articles being excluded, such 
as fresh fruits and vegetables, auto- 
mobiles, canned meats, dairy products, 
edible nuts, candy, manufactured to- 
bacco, alcoholic drinks, perfumes and 
cosmetics, advertising and printed mat- 
ter such as showcards, posters and alma- 
nacs, books and magazines, furniture 
and household mechanical and cooking 
apparatus, bicycles and tricycles, yachts 
and other pleasure craft, radios and 
phonographs, cameras and _photo- 
graphic equipment, motion _ picture 
films, store and office furniture, build- 
ing materials, hosiery and all silk cloth- 
ing, cotton wearing apparel, smokers’ 
accessories, sporting goods, precious 
stones, luggage and purses, paintings, 
etchings, statues, sculptures, and other 
art objects.” 


The Canadian Bank of Commerce 
The Monthly Commercial Letter of 


the Canadian Bank of Commerce, To- 
ronto, comments as follows on_ the 
bank’s index of Canadian industrial 
activity: 

“Our index of industrial activity de- 
clined between mid-November and mid- 
December from 165 to 161 (1937= 
100), while the percentage of current 
factory capacity utilized fell from 117 
to 115. The decline in December was 
partly seasonal, as in the case of food- 
stuffs and clothing, but can also be 
partly accounted for by the contraction 
of supplies for civilian consumption, 
especially in the automotive, iron and 
steel and electrical trades. The in- 
crease in the output of war supplies 
can hardly yet have reached a point 
to counterbalance botl. the seasonal and 
the incipient war time decline in civi- 
lian goods. As it is, the December 
index was 22 per cent higher than the 
year before. 

“With the exception of meats and 
some prepared cereals, which rose 
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slightly in volume, all categories of 
food stuffs show either a lower or a 
steady output. Knitted goods rose 
slightly, but all other articles of and 
materials for clothing fell, especially 
in the case of factory garments. Paper 
bags and boxes and miscellaneous pa- 
per products rose but newsprint fell, 
thereby slightly reducing the activity 
of the pulp and paper group as a 
whole. The decline in the wood prod- 
ucts group was mainly caused by the 
seasonal closing of some sawmills. 

“The automotive group as a whole 
rose owing to the increase in armored 
vehicles, but an indication of a smaller 
civilian supply can be seen in the de- 
cline in automobile supplies. As al- 
ready stated, a fall in the output of 
civilian goods is recorded in the iron 
and steel and the non-ferrous metal 
groups (mainly electrical supplies and 
equipment) .” 


The Allied War Program 


Commenting on the allied war pro- 
gram, the Canadian Bank of Com- 
merce Letter states: 


“The cloak of peace with which the 
Axis powers attempted for years to dis- 
guise their warlike aims was finally cast 
off when Japan treacherously attacked 
the United States and when her part- 


ners joined in a_ general offensive 
against the free nations. All doubt that 
the ultimate objective of the Axis group 
was world domination has been dis- 
pelled, as have the illusions that any 
democracy would be left free to choose 
between war and peace. Never could 
the vision and fears of men who under- 
stood the real character of this war have 
been so tragically vindicated as by the 
events of the past month. The con- 
flict has assumed almost world-wide 
proportions, involving nearly forty 
countries (excluding colonies and de- 
pendencies), and about one and three- 
quarters billion people (80 per cent 
of the world total) who occupy 54 per 
cent of the earth’s surface. 

“In view of the spread of hostilities 
we have reconstructed the table of eco- 
nomic resources available to the Axis 
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and Allied groups which appeared in 
the January, 1941, issue of the Letter. 
Some qualifications enter into this new 
analysis. The Japanese control not 
only of a considerable part of China 
but of such strategic ports as Hong 
Kong renders available for Allied use 
only a fraction of the total output of 
Chinese resources. So also the Battle 
of Russia has up to this date immo- 
bilized over half of the supplies of that 
country, while the developing Battle of 
the Pacific puts in great peril the indus- 
tries of Malaya, the Netherlands East 
Indies and the Philippine Islands. The 
distribution of world supplies has there- 
fore factors which give the Allies in 
some departments a somewhat less fa- 
vorable proportion than indicated by 
our table, although the more intensive 
production in parts of the British Em- 
pire and the United States counteracts 
this in large measure. The fact should 
also be stressed that possession of re- 
sources does not alone ensure a success- 
ful war. It is necessary to utilize these 
in at least the same degree as the en- 
emy uses his. And it must frankly be 
recognized that the enemy has devoted 
his resources to war purposes more en- 
ergetically and for a longer time than 
have the democracies. But after allow- 
ance for all these factors, the Allied 
economic front is the stronger, for it 
has -been reinforced by the greater 
weight of American resources which are 
now to be thrown into the struggle and 
by the codrdination of supply measures 
which are to follow the historic meeting 
in Washington of President Roosevelt 
and Prime Minister Churchill. After 
eight years or more of preparation for 
war the enemy has probably reached 
the peak of conversion of his own re- 
sources to war purposes and it would 
seem that there is no great leeway for 
further efforts in this direction except 
by the acquisition of Allied or neutral 
territory rich in strategic materials. On 
the other hand, the democracies have 
still some distance to go—a quarter or 
more of the route—before they reach 
the climax of their war effort.” 


With the Letter is given an interest- 
ing table showing the percentage distri- 
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bution as between the anti-Axis front 
and the Axis of certain important 
strategic materials. 


Collecting Waste Materials 


The Monthly Letter of the Royal 
Bank of Canada, Montreal, comments 
as follows on an important aspect of 
the war economy: 


“Reduction of civilian consumption 
is not the only contribution that can be 
made by the ordinary citizen. He can 
contribute in a more direct manner by 
increased activity in the important work 
of salvage. The collection of waste 
materials is not merely a war time ac- 
tivity, it is an important business at all 
times. In this emergency, however, it 
must replace, rather than supplement, 
ordinary sources of supply. In 1939 
some 170,000 tons of reclaimed rubber, 
the equivalent of 85,000 tons of crude 
rubber, were produced in the United 
States, and it is estimated that their 
available equipment could, at full ca- 
pacity, process almost double that 
amount. The annual volume of busi- 
ness done by waste metal dealers in 
the United States is estimated at one 
billion dollars ard, as early as last 
September, ways and means of increas- 
ing this by 20 per cent were under dis- 
cussion in Washington. At that time 
it was reported that during 1941 about 
25 per cent of all new steel produced 
would come from scrap; likewise scrap 
contributed 34 per cent of the copper 
supply, 29 per cent of the tin, 22 per 
cent of the aluminum, 20 per cent of 
the lead and 16 per cent of the rubber. 


“Because of a number of factors, the 
use of secondary materials has not been 
large in Canada during normal times. 
But we are rapidly increasing our col- 
lection and use of materials ordinarily 
considered junk. Our high standard of 
living, the very prodigality of our ordi- 
nary way of life, may now yield an 
unexpected harvest. It is estimated that 
2,000,000 tons of iron and steel scrap 
are resting in the basements, dump 
heaps and automobile graveyards of 


Canada. An intensive campaign is now 
under way to restore a large part of this 
scrap to valuable use in machinery and 
tools of war.” 


Canadian National Income 


The national income of Canada is 
placed at about $6,200 million for 194], 
according to a preliminary estimate 
contained in the current Monthly Re. 
view of The Bank of Nova Scotia. This 
total compares with about $5,200 mil- 
lion in 1940 and approximately $4,100 
million the year before the war. (These 
figures are of national income pro- 
duced and available in Canada.) 

Of the $1,000 million increase from 
1940 to 1941, the manufacturing indus- 
tries contributed more than half. Next 
in importance was the marked increase 
in income resulting from military serv- 
ice. There were also sharp gains in 
the income produced by the construc- 
tion trades and the railways, and less 
pronounced though still appreciable 
upturns in retail trade and forestry. 
Moderate increases occurred in mining 
and agriculture. 

Another point brought out by the 
Review, which is mainly devoted to a 
series of business charts, is that we 
have arrived at what the economist de- 
scribes as a condition of “full employ- 
ment.” The rate of increase in the 
general employment index has slack- 
ened notably, and since little unemploy- 
ment remains, further increases will de- 
pend on the natural growth in the work- 
ing population and on the extent to 
which people can still be drawn into 
the wage-earning force from household 
and service occupations and from the 
unoccupied groups. From the stand- 
point of war production, the advent of 
full employment means that additional 
expansion will be increasingly at the 
expense of civilian industry. The first 
evidences of this are at hand, for while 
employment in war time activities is 
still increasing rapidly employment in 
a number of civilian lines has ceased to 
expand and in a few cases the recent 
movement has been downward. 
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BOOKS for 
BANKERS 


Brief Reviews 


Excess PROFITS AND OTHER FEDERAL 
TAXES ON CORPORATIONS. 1941-1942. 
By Robert H. Montgomery. New 
York: Ronald Press. 1941. Pp. 
710. $7.50. 


In this volume Mr. Montgomery has, 
with his usual thoroughness, made an 
exhaustive study of corporation taxa- 
tion under present laws in order to help 
the reader to understand exactly what 
taxes he must pay and what taxes he 
may legitimately avoid. 

“It is wholly fallacious,” says Mr. 
Montgomery in his preface, “to tie up 
our love of country and the ‘doing of 
our bit? with paying more taxes than 
we owe, or more than any one class 
should pay. Most of the hot air artists 
who tell us what to do from day to day 
are no more patriotic than we are, and 
some I could name are less so. All 
honor to those who give until it hurts 
to all organizations which have proved 
to be worthy of support. But it is not 
any wiser to pay more taxes than we 
owe than to support some of the mush- 
room agencies which pay to their solici- 
tors 50 per cent of their takings from 
suckers.” 


AMERICAN HicHway Poticy. By 
Charles L. Dearing. Washington: 
The Brookings Institution. 1942. 
Pp. 286. $3.00. 

THE present century has witnessed a 

rapid and effective modernization of the 

American public road system, paralleled 

by universal motorization of highway 

use. These developments have given 
rise to sharp conflicts of interest among 
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the various classes of highway users, 
groups of taxpayers, and competing 
forms of transportation. 

All efforts to solve these controver- 
sies have proved inconclusive, pri- 
marily because of the wide difference 
of opinion that persists with respect to 
the basic purposes served by public 
roads; the precise nature of the bene- 
fits created by road use; and the man- 
ner in which these benefits are distrib- 
uted among the various groups of 
society. 

The purpose of this study is to clarify 
the main issues involved in the public 
management and private use of the’pub- 
lic road system and to formulate a set 
of principles which may serve as the 
basis for distributing authority and re- 
sponsibility among levels of government 
and the financial burden among tax- 
paying groups. 


AGRICULTURAL Finance. By William 
G. Murray. Ames, lowa: lowa State 
College Press. 1941. Pp. 328. 
$3.25. 

ALTHOUGH this book was written pri- 
marily as a textbook for students of ag- 
riculture it contains much of interest for 
the banker who is concerned with vari- 
ous problems of farm credit. The au- 
thor is professor of agricultural eco- 
nomics at Iowa State College. 

The book is divided into two parts. 
The first is concerned with the princi- 
ples of farm credit and the second with 
an analysis of the various lending 
agencies. 

Chapter headings in the first part 
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are as follows: Use of farm credit; 
classification of farm credit; balance 
sheet analysis; income analysis; mar- 
ginal analysis; natural hazards, insur- 
ance and loan policy; price risk and 
loan policy; security and budgeting for 
short-term credit; buying a farm on 
credit; payment terms; interest rates; 
credit instruments and foreclosure pro- 
cedure. 

Chapter headings in the second part 
are as follows: Function and classifi- 
cation of lenders; insurance companies; 
farm mortgage middle men; commer- 
cial banks; merchants and dealers; 
Farm Credit Administration and other 
public agencies; Federal Land banks; 
Loan Bank Commissioner loans and 
Federal Farm Mortgage corporations; 
Joint Stock Land banks; foreclosure 
problems of FCA agencies; the Na- 
tional Farm Loan Association problem; 
Intermediate Credit Bank System; 
Production Credit corporations and as- 
sociations; Banks for Codperatives; 
Commodity Credit Corporation; and 
Rural Electrification Administration; 
emergency crop and field loans; Farm 


Security Administration program of re- 
habilitation loans and debt adjustment; 


tenant-purchase loans; Governmental 


farm credit and tenancy. 


ReMakinc America. By Jay Franklin. 
Boston: Houghton Mifflin. 1942. 
Pp. 287. $3.00. 


Tuis is a first-hand account of what 
has been done during the past decade 
to mobilize the colossal resources of 
the North American continent. The 
book is essentially non-political, al- 
though the author, celebrated Washing- 
ton columnist, is entirely sympathetic 
with the aims and ideals of the New 
Deal and has played an important part 
in formulating many of its policies. 

He shows how, after three centuries 
of exploration, we have begun to re- 
claim our natural heritage; how we are 
rebuilding our farm lands and replant- 
ing our forests; how we are harnessing 
our rivers with dams larger than the 
Pyramids of Egypt, bringing life to the 
desert and power to homes and fac- 
tories; how we are knitting the country 
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together with good roads, flinging 
bridges across our great rivers, erecting 
schools and hospitals to improve our 
communities, and building better houses 
to improve the lot of the common man. 
He shows how—though not without 
much trial and error—we have, in his 
opinion, laid the foundation for wider 
social justice, security, physical and 
mental health. 

The book is profusely illustrated with 
photographs of various projects in all 
parts of the country. 


THE Securities Market. By Birl E. 
Shultz. New York: MHarper & 
Brothers. 1942. Pp. 433. $5.00. 


THroucH his lucid exposition of the 
technical aspects of the securities busi- 
ness, Dr. Shultz, former director of the 
New York Stock Exchange Institute, 
has rendered a distinct service to the 
financial and investment community. 
Here we have available, for the first 
time, a complete and authoritative text 
on the entire procedure of operation of 
the New York Stock Exchange. 

By way of background, the student of 
finance is furnished with an adequate 
account of the history and functions of 
the New York Stock Exchange, as well 
as a clear-cut outline of elements of 
corporation finance and _ investment 
banking. After familiarizing — the 
reader with the listing of securities, Dr. 
Shultz discusses, in painstaking detail, 
the mechanics of trading in bonds and 
stocks; the various types of orders are 
thoroughly explained and the reader is 
completely informed regarding the han- 
dling of brokerage accounts and collat- 
eral problems. 

The functions of various brokerage 
house departments, such as margin and 
bookkeeping, are carefully explained; 
also included is an expert analysis of 
the operations of the Stock Clearing 
Corporation and the clearance and de- 
livery of securities. Numerous exhib 
its illustrate the text. 

Everyone who has the slightest inter- 
est in securities and the securities busi- 
ness will find this volume of value. In- 
vestor, stock exchange member, margin 
clerk, statistician, bond trader—all will 
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find this work an unusual source of 
information. 


FepERAL TAXES ON EsTATES, TRUSTS 
anp GirTs. 1941-1942. By Robert 
H. Montgomery. New York: Ronald 
Press. 1941. Pp. 761. $7.50. 


“Tue trend of legislation and deci- 
sions,” says the author in his preface, 
“is to defeat all efforts to avoid taxa- 
tion: by gifts which may be held to be 
incomplete or otherwise ineffective; by 
trusts which are poorly drawn or when 
well drawn are held to fail in their 
purpose ; by testamentary disposition 
when the wills fail to follow the devi- 
ous rules laid down by the laws and 
the courts. 

“The importance of reducing sur- 
taxes imposed on substantial incomes 
cannot be overstated. When added to 
other taxes the burden now approaches 
the confiscatory point. The only rem- 
edy is to split up one’s property and 
obtain the advantage of the lower brack- 
ets. The object of this book is to ex- 
plore and explain what can and what 
cannot be done at the present time. I 
hope that some pitfalls may be 
avoided.” 

Mr. Montgomery makes an exhaus- 
tive study of the income tax on estates 
and trusts; the estate tax; the gift tax; 
and devotes an entire section to meth- 
ods of estate distribution. 

This book should be extremely valu- 


able to trust officers and bank attorneys. 


THE REORGANIZATION OF RAILROAD 
Corporations. By William H. 
Moore. Washington: American Coun- 
cil on Public Affairs. Pp. 173. 
$3.00. 

Now that Dr. Moore has completed his 
comprehensive survey of railroad reor- 
ganizations, rail investors and rail coun- 
sel can no longer complain of the lack 
of a judicious rationalization of the 
problems arising from steam carrier 
trusteeships. 

After analyzing the trend of rail re- 
organizations prior to 1933, Dr. Moore 
airs the legislative and economic back- 
ground of Section 77 of the Bankruptcy 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 

Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. 

International Bldg., Rockefeller Center 
BROOKLYN 66 Court Street 
BALTIMORE Baltimore Life Building 
Boston ....... 140 Newbury St. 
BuFFALO . Rand Building 
CuHIcaco 30 North Michigan Avenue 
CLEVELAND Leader Building 
DETROIT David ‘Whitney Building 
NEWARK 790 Broad St. 
PHILADELPHIA cee S. 15th Street 
PITTSBURGH ..Grant Building 
San Francisco 209 Post Street 
WaASsHINGTON......Hill. Bldg., 17th & Eye Sts. 


Act and then proceeds to appraise its 
interpretations by the courts and the In- 


terstate Commerce Commission. Prob- 
lems of the public interest, the doc- 
trines of absolute and relative priority, 
control and management of assets, are 
discussed with reference to specific 
cases. 

It is recommended that all railroad 
capital contracts be placed in the form 
of contingent charges or pledges of 
earnings. In this way, by placing 
greater reliance on equity financing, 
the causes of debt readjustments are 
to be removed. Here, Dr. Moore sub- 
scribes to contemporary economic 
thought and urges that statutory limi- 
tations on investment of fiduciary funds 
be modernized to the benefit of our 
economy. 

With one of the author’s conclusions, 
this reviewer cannot agree. With all 
due respect to Dr. Moore, the wisdom of 
the “market-value-of-securities” formula 
as a basis for treatment of security 
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holders is open to considerable ques- 
tion. 

This is a research of unusual merit. 
Dr. Moore has accomplished much with 
his exhaustive survey and his efforts 
will be appreciated in many quarters. 


_—_ 


BOOKLETS 


How Your Bustness Can Hetp WIN THE 
War. Edited by Hartley W. Barclay, 
with an introduction by Donald M. Nel- 
son. 1942. Pp. 111. New York: Simon 
and Schuster. $1. 

Tue material in this book is designed to 
help both companies which are filling Gov- 
ernment orders as well as those who do not 
have Government orders and want to get 
defense business. It tells what the Gov- 
ernment wants to buy; how to bid; how 
to get contracts and sub-contracts for Gov- 
ernment orders. It tells how to save time 
and money and cut red tape in contacting 
Government offices. It contains as a sup- 
plement a “guide to priorities, allocations 
and prices.” This guide is revised and cor- 
rected as and when necessary, and purchas- 
ers of the book may subscribe to new sup- 
plements at the rate of $1 for the next 
four. 


Smatit Loan Laws or THE Unirtep States. 
Fourth Edition. Newton, Mass.: Pol- 
lack Foundation. 1941. Pp. 24. Ten 
cents. 


Tus pamphlet contains a summary and 
analysis of the small loan laws of the vari- 
ous states revised to December 10, 1941. It 
contains a summary of small loan laws by 
states; a summary of small loan laws by 
type of law; a summary of maximum rates 
in states with operative small loan laws, 
and highlights of the laws of certain states. 
A valuable book for all students of con- 
sumer credit. 


DispurseEMENT Metuops: TuHetr Use AnD 
Misuse. 1942. Pp. 16. Rochester, N. Y.: 
The Todd Company. Gratis. 

Actrine on the knowledge that a great pro- 

portion of the check fraud in this country 

is committed by trusted employees and that 
practically every forgery loss which has 
been investigated could have been prevented, 
facts gleaned from over forty years’ experi- 
ence in the check-protection field, the Todd 

Company of Rochester, N. Y., has released 

this booklet which fully defines the control 

measures needed for maximum disburse- 
ment safety. 

The booklet presents a brief but defini- 
tive statement of the subject and outlines 

a system of disbursement procedure pro- 
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viding maximum protection. It was writ- 
ten by executives of the company who have 
made a complete study of accounts payable 
and pay roll practices. Aside from a gen- 
eral introduction establishing the need of 
such a system, the book is largely given 
over to a clear explanation of forty-four 
tested principles of safe disbursement 
procedure. 


CurTaILMENT oF Non-Derense .Exrenni- 
tures. By Henry P. Seidemann. Wash- 
ington: The Brookings Institution. 1941, 
Pp. 54. Twenty-five cents. 

Tuis pamphlet is confined to one phase of 

the fiscal problem—namely, the possibility 

of curtailing non-defense expenditures. It 
is divided into six parts, as follows: De- 
fense and non-defense expenditures; Gov- 
ernment expenditures for non-defense pur- 
poses; growth of non-defense expenditures 
and national income; where reductions can 
be made; possibility of transferring costs 
to state and local governments; conclusions. 

The author recommends that a “permanent 

bi-partisan committee of the Senate and the 

House be vested with continuing responsi- 

bility for analyzing expenditures—both for 

non-defense and for war purposes—with a 

view to achieving all possible economies 

consistent with present national objectives.” 


Price-Fixinc anp Commopiry Conrtrot, By 
Benjamin M. Anderson. Los Angeles, 
Calif.: Capital Research Company, 650 
South Spring Street. 1941. Pp. 32. 

Tuis pamphlet gives Dr. Anderson’s testi- 

mony before the Senate Committee on Bank- 

ing and Currency on the Price Control Bill 
on December 3, 1941. The author is a pro- 
fessor of economics at the University of 

California at Los Angeles and consulting 

economist for the Capital Research Com- 

pany. 
© 


INTERNATIONAL BANKING NOTES 


THE CoMMERCIAL BANK OF SCOTLAND 
LimitTep, EpinsurGH.—Profit and loss 
account for the year ended October 31, 
1941, showed a profit for the year of 
£298,241, to which was to be added 
£68,097 brought forward from last year, 
making a total of £366,333. Out of this 
two dividends were paid, each amount- 
ing to £78,125; to contingency account 
was allotted £75,000, to property ac- 
count £20,000, to trustees for officers’ 
pensions £40,000, to widows’ fund £10, 
000, leaving £65,088 to be carried for- 
ward. 
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Financing Income Tax Payments 


MEANS by which income tax payers 
can spread their 1942 payments to 
the Government over a_ twelve- 

month period and provide the money 
from their current monthly income, in- 
stead of being compelled to make quar- 
terly or less frequent payments of much 
larger amounts, is provided by a new 
plan just developed by The Peoples- 


A New Plan 


to Meet the Greatly Increased 
Income Taxes 


PEOPLES-PITTSBURGH TRUST COMPANY 


PITTSBURGH'S OLDEST TRUST COMPANY 
SERVES THE COUNTRYS LARGEST CORPORATIONS 
7000 STREET AT FOURTH AVENUE 


Mente Poteet Unmet temeenee Corparesine Mente Fete Reason 


Pittsburgh Trust Company, Pittsburgh, 
Pa. 

“Since 1941 income tax laws were 
not enacted until late in the year, citi- 
zens did not have an opportunity to 
fully anticipate and budget the amount 
required for the increases,” says Gwilym 
A. Price, president of the bank. “Many 


persons are in need of a means of 


catching up with payments, particu- 
larly those whose incomes fall in the 
brackets where tax increases are great- 
est. This plan has been created in an- 
ticipation of the needs of those who 
may find themselves without easily 
available funds as income tax payment 
time draws near. 

“This development is in line with the 
present-day policy of banks to meet 
changing conditions with new services 
and to do a constructive job of present- 
ing these services to the public,” states 
Mr. Price. “It follows the practice of 
consumer merchandising in offering a 
convenient package to meet the specific 
requirements of a customer,” said Mr. 
Price, “and it acts as an aid in promot- 
ing thrift among borrowers.” 

As an example of how the method 
will operate, Mr. Price cited an indi- 
vidual who will need $1,000 for income 
tax payments in 1942: The bank pro- 
vides the money as needed for each 
quarterly payment through a special ac- 
count so that the taxpayer has only to 
issue his personal check for each pay- 
ment. The individual begins paying 
into the income tax budget fund on 
April 15, and makes twelve equal 
monthly payments, a total of $1,020, 
which includes $20 interest. Taxpay- 
ers who wish to increase their budget 
to include the tax payment for the first 
quarter of 1943, can pay $1,265 into 
the fund over a twelve-month period, 
including $1,250 for taxes and $15 for 
interest. There is no interest charge 
on the additional $250. 

The method can be employed for 
other amounts than $1,000 and is suit- 
able for corporations as well as indi- 
viduals, it is stated. Life insurance is 
available on all such loans to pay off 
unpaid balances in the event of the 
borrower's death. 
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The United States at War 


By WintHrop W. ALprRIcH 
Chairman, Board of Directors, Chase National Bank, New York 


HE world long since has passed 

beyond the stage when the work of 

winning a war is exclusively in the 
hands of the armed forces while the 
rest of the population goes about its 
business as usual. This is a time of 
total war, and I use the term not in the 
brutal sense of the aggressor who turns 
his fire on combatant and noncombatant 
alike: I use it rather in the sense that 
the armed forces, however gallant, can- 
not win unless they have the machines 
which it takes a whole population to 
supply. We are therefore all together, 
not only in the undivided purpose to 
win the war, but in the universal need 
to provide the work, the skills, the 
money which are required to carry it 
to a finish. For every man behind a 


gun there must be, according to compe- 
tent military estimates, nineteen others 
to keep the modern war machine going. 


A War of Machines 


This is a war of machines. Granted 
time enough, this is surely the kind of 
war to which the American genius is 
best adapted, and for which materials 
on the American scale of production 
are most effective. Yet Hitler spent six 
years in preparing for war .before he 
entered Poland, six years in which he 
deprived the German people of most of 
the conveniences of life and many of 
its utilities for the sake of his prede- 
termined war effort. Japan, it now 
appears, began to prepare even sooner. 
Thanks to war orders two years ago 
from Britain and France at the begin- 
ning of their struggle, the United States 
started but too deliberately to build up 
a war industry. It was only after the 
fall of France that we entered seriously 
on our defense program progressively 
expanding it after the adoption of the 


Lend-Lease Act less than a year ago. 
To overtake the head start of the Axis 
Powers puts a burden on the unequaled 
capacity of American industry which 
even it can bear only if it receives the 
wholehearted aid of the American 
people. - 


Unparalleled Size of the Task 


That this wholehearted aid will be 
given cannot be doubted. But in giv- 
ing it, the American public will forgo 
business as usual, will gain smaller net 
profits, will buy war bonds, will ride 
less and walk more, will demand and 
obtain fewer comforts and conveniences. 
It will not go hungry and it will not 
lack for clothing or shelter. Neverthe- 
less, for a space of time, perhaps for 
years, the American public will face 
realities it has not known for two gen- 
erations, but which its forefathers mas- 
tered and thereby became the builders 
of the nation. The unity and devotion 
of civilians will match the strategy and 
heroism of the armed forces. That is 
the way the war will be won. 

We now have an index in financial 
terms of the size planned for the Ameri- 
can effort. In November, according to 
the Office of Production Management, 
17 per cent of the national income was 
spent on war production. At that time 
it was projected that for the year 1942 
the level of expenditure on the war pro- 
gram would rise to 27 per cent of the 


The accompanying text is 
taken from Chairman Aldrich’s 
annual report to the sharehold- 
ers of the Chase National Bank 
at the annual meeting held on 
January 13. 
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national income. A few weeks later, at 
the turn of the year, President Roose- 
velt let it be -known that plans once 
more had been revised upward, and 
that our war expenditures would be 
stepped up as rapidly as possible to 
the equivalent of half our national in- 
come. The budget message of the Presi- 
dent, submitted to Congress on Janu- 
ary 7, 1942, estimated war expenditures 
for the fiscal year beginning July 1 
next at $52,786,186,000, and all Treas- 
ury expenditures at $59.027,992,300. 
This is a prodigious sum of money, 
but the appropriation as such means 
nothing unless it is converted into man 
power and into the machines which 
our armed forces and those of our 
Allies so urgently need. The test is a 
test primarily of American industry, a 
test greater than it has ever met before, 
a test greater than any national indus- 
try anywhere has ever met before. But 
great as the challenge is, American in- 
dustry will meet it, provided that the 
Government is able to so organize the 
effort that the full power of our indus- 
try anywhere has ever met before. But 


tinuously .applied to the task. 


Facing the Financial Problem 


Compared with the problem which in- 
dustry is called upon to solve, the finan- 
cial problem is secondary. There is 
no doubt whatever that the money 
needed for this immense national under- 
taking will be ready when called for. 
The larger commercial banks of the 
United States already held as of Sep- 
tember 30, 1941, Treasury obligations, 
direct and guaranteed, amounting in 
round figures to $19 billion, represent- 
ing about 43 per cent of all marketable 
Treasury obligations then outstanding. 
At the same time, the participation by 
commercial banks in the direct financ- 
ing of war industries has been rapidly 
increasing. Figures accumulated by the 
American Bankers Association last au- 
tumn showed that on September 30, 
1941, the volume of commitments by 
the principal banks to lend for pur- 
poses directly or indirectly related to 
the national defense program amounted 
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to $1,765 million. The actual volume 
of such loans outstanding on that date 
was reported as $873 million. 


Bank Credit for War Industries 


No doubt, as the war goes on and as 
the war appropriations of Congress are 
translated into contracts and then into 
ships. planes, tanks and guns, the banks 
will be called upon more and more to 
put their credit at the disposal of the 
nation at war. They are ready to do 
this. They are ready to do it, not alone 
because of their matchless capacity to 
lend, not alone because it is their duty, 
but because American institutions 
they are firm in the loyal purpose to 
do their great part in carrying the war 
through to a successful end. 

While both of these types of lending 
by commercial banks—that is, the pur- 
chase of Treasury obligations and the 
grant of credit to war industries—serve 
the same purpose of promoting the 
American war effort, they are quite dif- 
ferent in their economic effects on the 
country. Reliance upon commercial 
bank credit to finance war expenditure 
tends to bring about inflation, whereas 
the use of bank credit to finance indus- 
try diminishes the chances of inflation. 
Credit used to finance industry en- 
gaged in war production does not re- 
main outstanding but is retired in due 
course from the proceeds of taxes and 
Government loans. And if these loans 
are purchased out of savings and in- 
vestment funds, then the dangers of in- 
flation inherent in so great a program 
of Government spending are much re- 


duced. 


Making the Present Work for the 
Future 


as 


But we must look not only at the 
present; we must plan also for the fu- 
ture. Many able and ingenious minds 
are already at work in industry, bank- 
ing and the Government on programs 
for the period when the war shall have 
been won and the country returns to its 
peace time occupations. The central 
problem then will be how to maintain 
employment during the transition from 
war to peace. We shall have an im- 
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mense piled-up demand for goods, not 
only to fill the gaps caused by the 
deprivations and wastage of the war 
years, but to catch up with the growth 
we would have had if the war had not 
occurred. The demand will exist, un- 
chartable now and in endless variety. 
The problem will be to implement that 
demand with the economic power to 
satisfy it—that is, to provide the people 
with the means to buy the things they 
are sure then to need and want. 
There is one way now being effec- 
tively followed, in which we can make 
the present serve the future in this im- 
portant respect. This is the sale of 
United States Defense Savings Bonds 
and Stamps. Next to taxation itself, 
these obligations of the Treasury are 
best designed to satisfy the economic 
requirements of war financing, for they 


AMERICA is rapidly entering upon a new 
economy—an economy that promises to 
be different from any economy under 
which we have operated heretofore. We 
are just emerging from a politically 
controlled economy into a new military 
economy. Whether there will be a re- 
turn to one of the former economic or- 
ders following the present military one 
can only be determined by the turn of 
events in the next few months and the 
intelligence with which we plan to re- 
turn to the kind of economy that made 
America the leader among nations. 
Whether America is able to return to 
the system of economy that made it 
great depends upon the kind of educa- 
tion which she gives the youth who will 
be tomorrow’s voters, tomorrow’s citi- 
zens, tomorrow's guiders of American 
destiny. But of one thing we can be 
certain—education for a return to the 
system of free enterprise’ will fail mis- 
erably unless the financial and indus- 


THRIFT EDUCATION IMPERATIVE 
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devote current income and funds await- 
ing investment to the war needs of the 
Government, and to that extent they re- 
duce the inflationary danger of war 
spending. But they also work for the 
future, because owing to their singu- 
larly fair terms the holder can convert 
them dollar for dollar into cash when- 
ever he wishes. Thus spending power 
is accumulated now for use in the fu- 
ture, and possible interest benefits are 
obtained in addition. Whatever can 
be done to stimulate the purchase of 
these obligations, whether through pay 
roll dedustion or direct selling, helps 
the sound financing of the war and eases 
the transition to peace. 

The Chase National Bank dedicates 
its whole endeavor to the support of 
the Government of the United States in 
its task of winning the war. 


trial institutions of the country are will- 
ing to actively participate in the educa- 
tion of youth by making their institu- 
tions available to the schools as 
laboratories. 

The banks have already made a start, 
and during the past several years have 
laid the foundation upon which to build 
a more comprehensive program of edu- 
cation for money management and com- 
munity understanding. The community 
bank is in a strategic position to take 
the leadership in this movement, for it 
is already serving a large part of the 
population and it provides facilities for 
the encouragement of habits of thrift 
and money management. To be more 
effective, however, there needs to be 
more student participation in the pro- 
gram of thrift development and money 
management, and provision made for 
greater numbers to actively participate 
in the program.—Dr. Hamden L. Fork- 
ner, professor of education, Columbia 
University, in a recent address. 



































































































































































Operating an Employee Cafeteria 


By RanpaLL NAUMAN 
Vice-President, American Home Products Corporation, Jersey City, N. J. 


*xperience that the installation 

of a cafeteria to be operated by 
a business organization presents many 
problems similar to those encountered 
in organizing a new operating depart- 
ment. Space must be provided, ade- 
quate equipment supplied, a qualified 
manager and supporting personnel en- 
gaged, and general policies established. 
The undertaking is not one to be en- 
tered upon lightly. 

The need for a cafeteria in our or- 
ganization appeared after the American 
Home Products Corporation decided in 
1936 to house in one plant several of its 
widely separated manufacturing and op- 
erating subsidiaries. 

We felt that the general health of all 
our people would be promoted if they 
could have a wholesome and attractive 
luncheon in an unhurried atmosphere. 
Moreover, we were then considering sev- 
eral matters in connection with general 
industrial relations, and our thought 
was that a cafeteria on our own prem- 
ises could offer a service that would 
repay us in appreciation and be good 
business for all concerned. 

The first of our considerations was 
to find quarters for the cafeteria. Al- 
though we had moved into a building 
which, we believed, would afford ample 
room for all our requirements, a survey 
disclosed that we did not have proper 


hop management has learned from 


This article is condensed from 
the Executives Service Bulletin 
of the Metropolitan Life Insur- 
ance Company. In it the author 
discusses some problems of cafe- 
teria operation which should be 
of interest to bankers. 


and adequate space for a dining room. 
This problem was solved by construct- 
ing a cafeteria on the roof of our build. 
ing. with elevator service available from 
all departments. 


Roof Location Chosen 


The roof location has allowed a num- 
ber of distinct advantages. It is re- 
moved from the noise and atmosphere 
of the plant, is light and sunny, and 
offers an interesting outlook. The 
roof-garden arrangement attracts work- 
ers and gives them a sense of release 
from their daily jobs. It also provides 
a convenient and pleasant place for 
occasional meetings or parties. 

In equipping the kitchen and cafe- 
teria we installed modern labor-saving 
equipment which required a somewhat 
larger capital investment at the outset 
than had been anticipated, but which 
in the long run is an economy because 
it results in lower labor operating costs. 
Next, recognizing that the operation of 
a dining room calls for a specialist, a 
trained home economist was put in 
charge. 

In operating the cafeteria, our main 
controlling policy can be summed up 
in two words: Quality and Service. We 
buy and serve only the best quality 
foods, and we offer them at the lowest 
possible prices. 

The cafeteria manager found that 
our “public” is very food-conscious, so 
the dishes and menus are planned with 
a consideration for nutritive value as 
well as visual appeal. Our usual menu 
offers a standard dinner of meat, pota- 
toes, and other vegetables. In addition, 
special salads, sandwiches, desserts, and 
so forth, are sold a la carte. An espe 
cially popular innovation is our salad 
and sandwich counter, where these items 
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are made to order at the request of the 
employee. 

Since the cafeteria was planned with 
the idea of giving real service to our 
people, we have included a number of 
specialties. Some of our employees 
are on restricted diets. These diets are 
catered to in the cafeteria, and special 
provision is made for employees who 
request such attention. 

We endeavor to adjust our facilities 
to meet the wishes of the body of em- 
ployees. For instance, anyone who de- 
sires to plan a special luncheon party 
for a group of friends may do so. We 
have installed a number of vending 
machines to dispense candies, cigarettes, 
and cold drinks. Our pastry being par- 
ticularly popular, employees may place 
orders for the home folks. One feature 
that has been especially appreciated is 
in observing the birthday of each em- 
ployee. When he or she appears at 
lunch on that day, a little birthday cake 
with a candle is presented as a greet- 
ing from the company. 

Another service is in connection with 
overtime work whenever it may be nec- 
essary. On such occasions the cafeteria 
serves an evening meal. While this adds 
to the labor cost, it is maintained be- 
cause it is good business. The over- 
time worker who is refreshed with a 
good warm meal is much more com- 
fortable during his hours of overtime. 

In providing a common meeting 
ground for all our people, the cafeteria 
has helped materially in promoting 
good fellowship. Our idea was that 
the dining room should be thoroughly 
democratic, with no special provisions 
for executives and no distinction of 
any kind because of type of work. The 
kitchen is located in the center of a 
large dining room, with serving coun- 
ters on two sides. We have no pri- 
vate room and no reserved section for 
any group of workers. Either counter 
and all tables of the cafeteria are open 
to all employees. However, the habits 
of the workers have resulted in the ma- 
jority of office employees using one side 
of the room and the factory employees 
the other. There is, of course, no dis- 
tinction in the service, the same food 
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at the same prices being served to all. 
As to the operating costs, our origi- 
nal plan was to have the cafeteria carry 
the cost of the material and labor, the 
company absorbing all overhead costs 
for equipment, space, light, heat, etc., 
for which no charge would be made— 
nor has it been made. This intention, 
however, has not been fully achieved. 
We always have a small operating defi- 
cit because our volume is not heavy 
enough to offset the loss. We serve 
approximately 500 meals a day at an 
average price of 26 cents a meal. 

Our experience indicates to us that 
a cafeteria along democratic lines, serv- 
ing the best quality of food, is a desir- 
able and necessary service, but that few 
companies should consider installing a 
new cafeteria with the idea that it will 
carry itself financially. 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 





ERE ifs a book that contains 865 

pages and over 3500 terms relating 
to “money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 
With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


——_——=" Use This Reply Form oa os 
BANKERS PUBLISHING COMPANY 


| 465 Main Street, Cambridge, Mass. I 
I Send me for examination a copy of t 
{ Munn’s Encyclopedia of Banking and |} 
| Finance. Within five days after its ] 
receipt I will send you the price, $8.50, 
{| or return the book. ] 
i Name......- vemeseweussenene ese seven ewes I 
| (Please print) J 
! RGETOEB. 2c ccccccccccecocccecceccece eee I 
I 1 


City. ccccccccccce cocccces StMtO.ccccees 


Beer sannepnianacemennntieme epee 
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Personal Credit’s Dramatic Story 


In 1928 the National City Bank of New 
York launched “a new venture in democratic 
finance” based on the premise that “you 
can’t lose money on an honest man, with a 
job, who borrows within his means.” An 
article on the history and operations of the 
bank’s Personal Credit Department recently 
appeared in the National City’s very live 
employee house organ “Number Eight.” 
The following excerpt from this article 
emphasizes the very human quality of this 
type of banking service: 


ET us examine a typical transac- 
tion. Mr. Doe, who earns $50 per 
week as a shoe salesman for a large 

chain, calls at any one of our 67 
branches throughout Greater New York 
and requests an application for a loan 
of about “250,” $100 of which he needs 
to pay the dentist who is straightening 
the teeth of his ten-year-old daughter, 
and $150 to pay the contractor for 
painting his house and reinforcing its 
foundation. The proceeds of a note for 
$264 to be repaid in twelve monthly 
payments will come to $253.88 after 
deducting $8.80 for interest at 31 per 
cent per annum, and $1.32 to cover the 
expense of insuring the borrower’s life. 

Mr. Doe receives and fills out an ap- 
plication which he returns to the branch 
Personal Credit interviewer. The appli- 
cation is forwarded to our Personal 
Credit Department's Central Office, at 
42nd Street, where credit verification is 
made. The loan is approved if check- 
ings are satisfactory, and the $253.88 is 
paid by check to Mr. Doe. Mr. Doe 
cashes his check, pays the dentist and 
contractor, and starts in about a month 
to make monthly payments of $22 to 
retire the loan. At the time of his last 
payment, he receives his paid note. 
Thus Mr. Doe has answered a pressing 
problem. The dentist has been paid, 
the contractor is enabled to take on ad- 
ditional jobs, Mr. Doe’s daughter’s teeth 
are straight, the City Bank has another 
friend and client, and, most important 
of all, Mr. Doe has been taught thrift— 


he has learned that he can save. More 
than likely he will become a bank de- 
positor; if not of ours, certainly of 
some other bank, and the banking fra- 
ternity, in general, has accomplished an 
important part of its reason for exist- 
ence—SERVICE. 

From the point of view of community 
service, Personal Credit business is 
prime. No one questions that. To dem- 
onstrate this point, let us quote from a 
few letters that have been received. 
There is hardly a day communications 
of this type do not come in to our Per- 
sonal Credit Department. All are ac- 
tual cases with the names changed: 


Personal Loan Paid Surgical Bill 


“When my son was born a little more 
than two years ago, he had a defective 
foot. This is, of course, a terrific hand- 
icap, and, if he was to have his chance 
in life, his foot required the finest surgi- 
cal attention. Nor could time be lost. 
It was essential that his foot receive 
immediate attention. This required 
money. I did not have it. The ex- 
penses in connection with his birth had 
depleted my savings. 

“So, I went to the Personal Loan De- 
partment. The money needed to give 
my little boy his chance was forthcom- 
ing. His foot and leg are steadily im- 
proving and there appears no doubt 
that, in time, he will be entirely 
normal.” 


A College Education Financed 


“My youngest son, 16, had just grad- 
uated from high school. His two elder 
brothers are college men and their fine 
academic record inspired the youngest 
one to emulate their efforts and continue 
his studies at an institution of advanced 
learning. I was, at the time of his 
graduation, under somewhat of a finan- 
cial strain to meet payments on my 
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house, what with tenants who were un- 
able because of depression to pay their 
rent. 

“The lad was given an opportunity to 
attend evening session at a large univer- 
sity in the city which offers courses at 
a nominal fee. His oldest brother ob- 
tained for him a part-time job in the 
day time paying ten dollars per week. 
After a few days at his new job, my 
wife and I detected his bitter disap- 
pointment. His advent into business 
was frankly a failure from the start. 
He wanted to study. He wanted ‘to 
know things,’ as he aptly expressed it. 

“Remembering my personal disad- 
vantage in being without university 
training and my own unforgettable sor- 
row when my father decided that I was 
to go to work, when only seventeen, I 
gave the boy his way and registered him 
in a local college for a general course 
in arts and sciences. 

“His first tuition payment was met 
by a loan generously offered by the Per- 
sonal Loan Department. The youngster 
is saving his pennies. He has promised 
to pay me back. I know that he will 
keep his promise. Meanwhile business 
has improved and it will be compara- 
tively easy to finance the boy’s period 
of study. We are hoping that he may 
win some sort of scholarship so that in 
the future he will not feel completely 
dependent upon me for support.” 


From a Professional Man 
A New York City Branch Report: 


Henry Johnson, one of our customers, 
stopped to say that he has just accepted 
a job as heating engineer in Norfolk, 
Virginia, and that his salary will be 
three times his present salary. Mr. 
Johnson said: “Your Bank is responsi- 
ble for my good fortune. Some years 
back I borrowed money from National 
City to complete my engineering course 
at N. Y. U., and only because of that 
was I able to land this new job.” 


Mortgage Called—Loan Saved Home 


“Some time ago the mortgage was 
unexpectedly called in. I had always 
thought I could rely, in time of adver- 


sity, on friends with whom I had been 
generous on previous occasions. 

“My home and the happiness of my 
family were at stake. All my life 1 
had worked and slaved until I could buy 
this little home. I married the girl I 
loved. We were blessed with little ones. 
Our cozy home was paradise. 

“Then like a flash came this thunder- 
bolt. It seemed everything was lost— 
our lives, our happiness shattered. Then 
I was told of your loan service. I ap- 
plied, and . . . everybody lived hap- 


pily ever after.” 


Met Tax Bill With Small Loan 


“Having eight children, my wife ana 
myself make a family of ten. With this 
responsibility I found myself in need 
of help and made a loan of $500 from 
you. The earnings of myself and three 
daughters, due to family cares, were 
diminished. In order to meet my taxes 
and water and an unexpected assess- 
ment, the Personal Credit was a bless- 
ing to relieve me of those demands. 
The second loan of $500 put me in such 
a position that I met the carrying 
charges of interest and taxes and am 
now in a position where I can look for- 
ward with a certainty of being free of 


debts.” 


How One Man Paid Off Bills 


“IT started my business in August 1915 
with but one thought in mind: to pay 
my bills promptly, and for fifteen solid 
years I have built up a credit rating 
that I would not swap with any pleas- 
ure on this earth. Then 1930 came— 
my money did not come in as prompt 
as heretofore, and the fear grew that I, 
too, would have to spoil the record of 
all these years of discounting my bills. 

“So I obtained a Personal Loan— 
and today it is the third loan granted 
me by your Personal Loan Department 
—and when that’s finished I shall again 
apply for one—for, in my estimation, 
it is the greatest help to a business man 
to be relieved from financial difficulties, 
and without humiliation to strengthen 
his standing with people with whom he 
is doing business.” 
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A WAR MESSAGE 


to 


ALL EMPLOYERS 


* From the United States Treasury Department * 


Winninc Tats War is going to take the 
mightiest effort America has ever 
made—in men, materials, and money! 


An important part of the billions of 
dollars required to produce the planes, 
tanks, ships, and guns our Army and 
Navy need must come from the sale of 
Defense Bonds. Only by regular pay- 
day by pay-day investment of the 
American people can this be done. 


Facing these facts, your Government 
needs, urgently, your cooperation with 
your employees in immediately enrolling 
them in 


A PAY-ROLL SAVINGS PLAN 


The voluntary Pay-Roll Savings Plan 
(approved by organized labor) provides 
for regular purchases by your employees 
of Defense Bonds through voluntary 
pay-roll allotments. All you do is hold 
the total funds authorized from pay- 
roll allotments in a separate account and 
deliver a Defense Bond to the employee 


each time his allotments accumulate to 
an amount sufficient to purchase a Bond. 


You are under no obligation, other 
than your own interest in the future of 
your country, to install the Plan after 
you and your employees have given it 
consideration. 


WHAT THE PAY-ROLL SAVINGS 
PLAN DOES 


1. It provides immediate cash now 
to produce the finest, deadliest fighting 
equipment an Army and Navy ever 
needed to win. 2. It gives every 
American wage earner the opportunity 
for financial participation in National 
Defense. 3. By storing up wages, it 
will reduce the current demand for con- 
sumer goods while they are scarce, thus 
retarding inflation. 4. It reduces the 
percentage of Defense financing that 
must be placed with banks, thus putting 
our emergency financing on a sounder 
basis. 5. It builds a reserve buying 
power for the post-war purchase of 
civilian goods to keep our factories run- 
ning after the war. 6. It helps your 
employees provide for their future. 


Make Every Pay Day - BOND DAY 
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Effeets of War Economy 


By Harvey D. Gipson 
President, Manufacturers Trust Company, New York 


URING the closing weeks of the 

year our country became involved 

in what is now in fact a World 
War. Overnight all hesitation as to the 
part we must play was laid aside. With 
equal promptness our determination 
and our energy were directed toward a 
complete war economy. 

All Americans will rise to the occa- 
sion in a manner worthy of their best 
traditions. There will be no hesitancy 
on the part of any of us, whether indi- 
viduals or institutions, whether private 
corporations or public associations, to 
forget selfish interests or advantage, 
and to make any contribution or sacri- 
fice necessary to our national defense 
and ultimate victory. As far as our 
bank is concerned, our directors and 
officers are taking it for granted that all 
stockholders will expect us to be gov- 
erned by this same principle in every- 
thing we do in the management of the 
bank’s affairs which have been entrusted 
to us. 

Before we entered the war, industrial 
production, due to defense and Lease- 
Lend needs, had proportionately already 
reached the peak attained during the 
World War. The present objective of 
the Government seems to be, however, 
at least to treble as quickly as possible 
the volume of defense material which 
was produced in 1941. We have conse- 
quently scarcely begun to feel the full 
effect of the change which must take 
place in our business life. As a com- 
plete war economy establishes itself, 
normal production will be dislocated 
more and more. Such manufacturers 
as cannot readily convert their plants 
to some form of defense production are 
bound to suffer hardship, and many of 


their employees will, for a time, find 
themselves out of work. Retailers will 
also have great difficulty in replenishing 
their depleted stocks. But employed 
wage earners will be earning more 
money than they have for many years, 
and they will be under great tempta- 
tion to spend. It is to be hoped, how- 
ever, that they will resist the tempta- 
tion. For the more they spend, the 
higher will prices rise, and the less will 
they get for their money. Inflation is 
a real danger, and it must be avoided 
by every possible means. We should 
constantly keep in mind that other than 
by taxes, the only way that our country 
can finance its tremendous undertakings 
will be through the sale of Defense 
Bonds, and we must buy them to the 
full extent of our ability. 

Unsettled times are in fact ahead of 
us for many years to come, for recon- 
struction must repair the destruction 
caused by the war. There is bound to 
follow a period of readjustment. The 
world will have used up most of its 
available resources in carrying on the 
war, and new dislocations. of business 
with attendant hardships will ensue. 
Consequently, it is of the utmost impor- 
tance that this aftermath should be fore- 
stalled as much as it can be by a full 
realization of facts and by tempering 
spending with thrift whenever possible. 


The accompanying text is 
taken from President Gibson’s 
report to the annual meeting of 
the stockholders of the Manu- 
facturers Trust Company held 
last month in New York. 
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SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


JAPANESE STRENGTH FROM WEAKNESS 


Fortune Magazine 


APAN’S apparent weakness in stra- 
J tegic raw materials is the reason for 
her present strength because of her 
one inexhaustible natural resource—pa- 
triotism. Japan’s industrialization would 
not have been possible without a heavy 
burden of privation on her own people. 
Like Germany, Japan has greatly in- 
creased war production by cutting down 
civilian consumption—a collective in- 
vestment against fat dividends from suc- 
cessful conquest. During the first three 
years of the China War, from 1937 to 
1940, the Japanese level of actual con- 
sumption—that is, their standard of 
living—went down by more than two- 
fifths. 

But this lowering by percentage 
doesn’t tell enough. The question is, 
From what level did the standard drop? 
Before 1934, Japan’s per capita real 
income was about one-fourth of the 
U. S.’s. Obviously the standard of liv- 
ing of the intensely patriotic Japanese 
people could not be forced down much 
further. 

Yet rationing by itself need not con- 
note poverty or shortage. It may mean 
no more than forced saving and efhi- 
cient distribution. Nor does a low 
standard of living necessarily cause a 
low morale. 

For the standard of living, high or 
low, is largely a matter of habit. The 
Japanese require little and they are cer- 
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tainly not going to lose this war because 
only three cotton towels a year are 
allowed to a family of five, or five 
matches a day to a person. 

What counts for Japan in the present 
situation is not her own normal pro- 
duction but the stocks of deficient ma- 
terials she has accumulated for years 
by forced industrialization, restricted 
consumption, and trade. If with these 
she succeeds in conquering the resources 
of southeastern Asia, then her military 
strength may well solve her major eco- 
nomical deficiencies. 

Reportedly she has enough emergency 
food stored up for three years, not to 
mention the rice fields of Indo-China 
and Thailand; enough oil for eighteen 
months; copper, bauxite, and zinc for 
a year or more; rubber and tin for a 
year, again leaving out Indo-China and 
Thailand. Only the Japanese know what 
stocks of iron they possess—and it is up 
to their army to get more of this ma- 
terial in the south. 

Japan’s main trouble at present lies 
in a field that no army can conquer: 
airplane production. Japan turns out 
350 to 600 planes a month. The Nazis, 
however, figure that Japan can do with 
a comparatively low airplane produc- 
tion for a war with the U. S., citing 
the enormous distance that is in Japan’s 
favor. 

Technological backwardness did not 
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inhibit the Japanese. They tried to find 
a practical way around by overcoming 
inferior quality with quantity and tim- 
ing of offensive. 

The Japanese planes that struck 
Pearl Harbor and the Philippines were 
obsolete by any American standard. 
But they flew, dropped bombs, and got 
back. Limited resources, bad workman- 
ship—yes. But with piled-up stocks, 
with both time and space in her favor, 
Japan can afford to use second-rate ma- 
terial for effective results. 

It would, however, be possible to feed 
Japan all the riches of the east and 
still she would not get fat. Manchu- 
kuo, for instance, has not noticeably 
nourished her. It is one thing to con- 
trol the east, another to know what to 
do with it. 

The issue, therefore, is less what 
Japan may gain by conquest than what 
we and the British will lose. From the 
tropical island empire of the Nether- 
lands East Indies the U. S. draws 35 
per cent of its rubber imports, most of 
the rest coming from Malaya; 10 per 
cent of tin, with another 80 per cent 
from Malaya; and practically all of its 
cinchona bark. 

Hence the U. S. job is to defend the 
Netherlands East Indies and Malaya 
even more stubbornly than its own pos- 
sessions. 

Singapore’s economic importance 
will be fully realized only if it falls. 
Its loss would block us from another 
seldom mentioned resource still at our 
disposal—man_ power in hundreds of 


millions in southeastern Asia, China, 
and India. It would seriously block 
access to the Burma Road—and it is 
clear now that the best way to defend 
the Philippines would have been 
through China. 

Yet Japan’s economic war tasks are 
a bit different from Germany’s. Her 
opponents have more time to spoil over- 
seas spoils. Smelters are easy to de- 
molish and difficult to rebuild. 

The civilian defense of the Nether- 
lands East Indies, for example, has un- 
dertaken an eighteen-month training 
course in how to destroy materials valu- 
able to the enemy. To be sure, no 
natural resource can be eliminated, but 
the Dutch hope to make oil production 
impossible for the Japanese for at least 
a year. 

Even a Japanese conquest of intact 
Netherlands East Indies oil fields need 
not change Japan’s oil position substan- 
tially so long as there are near-by bases 
for an active Anglo-Dutch-American air 
and submarine fleet. Aerial bombs on 
Japan’s own oil refineries and subma- 
rine torpedoes against her tankers might 
somewhat undo her oil conquest. 

If Japan does not conquer southeast- 
ern Asia within the generally conceded 
time of six to eighteen months, all the 
sacrifices and privations of her people 
for so many years will have been in 
vain. If she does succeed, Japan’s de- 
fensive position, geographical and eco- 
nomical, will be so strong that even 
Hitler’s defeat in Europe might leave 
her still in possession of the east. 


WAGE-HOUR RECORDS 


From the Bulletin of the Idaho Bankers Association 


E understand that the records of 

1.200 banks have been inspected 

by representatives of the Depart- 
ment of Labor and that in over 600 
instances hour records were incomplete. 
There is apparently no possibility of 
banks being exempted from the law and 
bankers who fail to comply lay them- 
selves open to severe penalties. Thus 
far restitution of wages has been satis- 
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factory to the Department, but it is in 
the air that the time is not far distant 
when legal action will be taken against 
institutions whose compliance is open 
to question. 

It appears that the present procedure 
of Department of Labor representatives 
is to examine records for the preceding 
six months and, if these are in order. 
to make no further check. However, if 
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the records examined are incomplete or 
out of order, the examination is carried 
back to the inception of the law. 

You wi’. find representatives co- 
operative and appreciative of the prob- 
lems involved in compliance, but they 
cannot be expected to overlook the lack 
of records or the existence of records 
which show only a half-hearted attempt 
to comply with the provisions of the 
law. 

Wage-Hour records must contain the 
following information: 

1. Name in full. 

2. Home address. 

3. Date of birth if under 19. 

4. Occupation in which employed. 


5. Time of day and name of the day 
on which the employe’s workweek be- 
gins. 

6. Regular hourly rate of pay, and 
basis on which wages are paid. 

7. Hours worked each workday and 
total hours worked each workweek. 

8. Total daily or weekly straight-time 
earnings or wazes. 

9. Total weekly overtime excess com- 
pensation. 

10. Total additions to or deductions 
from wages paid each pay period. 

11. Total wages paid each pay period 
covered by payment. 

12. Date of payment and the pay 
period covered by payment. 


FAR WESTERN BUSINESS 


Business Review, Bank of America, San Francisco 


EFLECTING the impact of in- 
creased defense work, Bank of 
America’s index of Far Western 
business rose another five points in 
December, reaching a new top of 155 
per cent of the 1935-39 average. This 
is a 25 per cent gain over a year ago. 
Because the bulk of factory employ- 
ment in the Far West is engaged in the 
production of aircraft, ships, essential 
metal products, lumber, food and pe- 
troleum, the restrictions on non-defense 
business probably will have only a 
short-time repercussion. Defense con- 
tracts, already concentrated in the three 
Pacific Coast states, exceed $6,100,000,- 
000. 


Increases were reflected in virtually 


all the departmental indexes. Factory 
employment rose to 197 per cent of the 
1935-39 average, 43 per cent over a 
year ago. Carloadings rose to 145, a 
new all-time December high. Electric 
power production, despite the influence 
of blackouts, reached the index point 
of 152 compared with 132 the year 
before. 

Western industries other than manu- 
facturing are similarly booming. Pri- 
ority unemployment will not be much 
of a worry in such basic western ac- 
tivities as agricultural, the mining of 
copper, lead and zinc, construction and 
utilities. Retail and wholesale trades 
may also expect that 1942 will be a 
busy year. 


BANK STOCKS IN 1941 


“Annual Review, Hoit, Rose 


EW York City bank stocks de- 
| clined sharply in 1941, reaching 

at one time the lowest levels since 
1932. 

Most of the decline occurred in De- 
cember, when tax selling appeared to 
be the chief factor in the drop to 1941 
low of 34.38 (December 23, 1941) in 
weighted average of 17 leading issues. 
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§ Troster, New York, N. Y. 


This was the lowest level since July 
8, 1932, and compares with depression 
low (May 31, 1932) of 31.34. 

Close December 31, 1941, was better 
at 36.95, a net decline of 25 per cent 
as against the January 2, 1941, opening 
of 49.00, and comparing with 15 per 
cent decline on similar basis for the 
Dow-Jones composite 65-stock average. 
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The year’s market action was divisi- 
ble into three major movements. After 
establishing the 1941 high of 50.13 on 
January 6, which failed to exceed the 
January, 1940, high of 52.17, the bank 
stocks declined 14 per cent to the spring 
iow of 43.01 on May 27, 1941. 

By July 14, 1941, however, the list 
regained two-thirds of this decline, 
showing 11 per cent recovery to 47.80. 


Thereafter, the bank stocks turned 
downward, breaking through to new 
lows in October and November, and 
finally reaching the 1941 lowest point 
of 34.38 on December 23, 1941. At 
this point the decline from 1941 high 
was 31 per cent. 

At the year-end, however, the list 
rallied 7 per cent to reduce the net 1941 
decline to 25 per cent. 


CIVILIAN CONSUMPTION TO HIT DEPRESSION LEVELS 


The Conference Board, New York 


HE average consumer’s standard of 
living will have to be reduced to 
depression levels to meet the Presi- 
dent’s war production program. Goods 
and services remaining for civilians un- 
der a maximum war effort would 
amount to only $56 billion. This is 
no more than the total consumption ex- 
penditures of the nation in 1933, after 
correction for price changes. 
In 1933, consumers required about 
$357 per capita to maintain a depres- 
Since then the 


sion standard of living. 
cost of living has increased by almost 


25 per cent. Today the depression 
standard of living would require about 
$427 per capita. The war production 
schedule would leave just about that 
amount for civilian per capita con- 
sumption. Consumption will be cut so 
sharply, according to this study, that 
the total flow of new goods and services 
to civilian consumers may be at the 
lowest level of the past generation. Al- 
though it will be adequate to maintain 
the efficiency and health of consumers, 


its changed character and lower dollar 
volume will reduce retail trade and 
skeletonize the distributive structure for 
durable goods. 

The average maintenance budget for 
a four-person family headed by an un- 
skilled manual worker is estimated at 
about $1,465 a year. At this level the 
family has no automobile, pays $25 
monthly for rent, secures an adequate 
diet at minimum cost, sees a movie once 
a week, and has no savings other than 
life insurance. The national average 
of consumption in war time would be 
only slightly higher than this mainte- 
nance budget. While a_ nation-wide 
transition to a maintenance budget is 
held unlikely, the Board’s study indi- 
cates that the optional items which have 
been increasingly present in the Ameri- 
can standard of living will disappear 
for the duration. There is no evidence 
as yet, however, that war time consump- 
tion must be reduced to a stark subsist- 
ence basis. 


NATIONAL BANKS INCREASE NET ADDITION TO PROFITS 


Survey by National Bank Division. American Bankers Association 


ATIONAL banks throughout the 
country experienced an increase in 
net additions to profits during the 

year ended June 30, 1941. 

The percentage of gross income 
added to profits was 29.5 per cent, com- 
pared with 26.3 per cent for the pre- 
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vious year. The amount added to net 
profits was $260,610,000. 

Net additions to profits in the Na- 
tional Banking System were moderately 
higher in the year ended June 30, 1941. 
Better recoveries and profits on secu- 
rities sold, together with smaller losses 
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and depreciation, made this possible 
despite an increase in total expenses 
which practically equalled the improve- 
ment in gross earnings from current op- 
erations. 

Further analysis of national bank 
earnings discloses that interest and dis- 
count on loans extended their advance 
by 7.7 per cent. The trend of interest 
and dividends on securities was con- 
tinued also, though the total amount de- 
clined by 2 per cent. These sources 
of income plus the several others, in- 
cluding service charges, which were 8 
per cent higher, produced gross earn- 
ings from current operations 3.1 per 
cent or $26,357,000 above the previous 
year. 

Total expenses, however, were higher 
too by $24,149,000, or 4.1 per cent. 


Heaviest single increases were in salaries 


and wages, 5.4 per cent, and in taxes 
other than on real estate, 8 per cent. 
The result was an improvement of only 
1 per cent in net earnings, which 
amounted to 75 cents per $100 of de- 
posits. Losses and depreciation in the 
sum of $200,500, cushioned by $188.- 
266,000 of recoveries and profits on se- 
curities sold, reduced to $260,610,000 
the net additions to profits. This 
equalled 7.2 per cent of total capital 
funds, as against 6.5 per cent a year 
earlier. 

Rates of return on loans and on in- 
vestments continued to decline. This 
emphasizes the necessity of individual 
and collective efforts to develop employ- 
ment for a higher percentage of bank- 
ing resources, and of quickening the 
search for means of reducing operating 
costs. 


THE INGREDIENTS OF VICTORY 


Business Bulletin, Cleveland Trust Company 


CD tie ing quantity, and speed are 


the ingredients of victory. The 

one about which we have the 

least cause for worry is quality. We 
already know that the fighting quality 
of our men is high. That has been dem- 
onstrated at Pearl Harbor, at Wake, and 
in the Philippines. We need not worry 
about the combat quality of our soldiers 
and sailors, on land, in the air, at sea, 
and under the sea. Neither need we 
worry about the quality of our planes, 
tanks, ships, and weapons. They are 
strictly high-grade instruments of war. 
Quantity and speed are the factors 
about which we do need to have great 
concern. We have been preparing for 
this war for nearly two years now, and 
the quantities of munitions that we have 
succeeded in producing are not as yet 
even remotely adequate for equipping 
our own armed forces, and for contrib- 
uting largely to the equipment of the 
other nations that are fighting beside 
us against our common enemies. We 
are the leading industrial nation of the 
world, and our specialty is mass produc- 
tion. Our task now is to develop genu- 
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ine mass production of munitions, and 
to do it on a vast scale. 

We must do it not merely on a vast 
scale, but with the greatest possible 
speed, for time is running against us. 
This World War will be won or lost by 
American business, and that is the 
shocking truth about which all Ameri- 
can business men should be thinking. 
They should be acting while they are 
thinking, and thinking while they are 
acting, because upon them depends the 
future of our civilization. War has sud- 
denly become our greatest business, and 
the mass production of munitions is our 
paramount industry. Our technical 
knowledge and skill, our supply of man 
power, and our plant and equipment fa- 
cilities must be fully codrdinated to 
produce the needed expansion in the 
output of munitions. 

Our normal peace time production of 
industrial goods has long been greater 
than that of all the rest of the world 
combined. The present task of Ameri- 
can business is to convert our produc- 
tive capacities so that our war time out- 
put of munitions and ships shall be 
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greater than that of all the rest of the 
world combined. That is the task to 
which we are now dedicated. It is 


within our power to achieve that goal. 
We can do it if we try hard enough, 
fast enough, and long enough. 


WAGES HIGHEST ON RECORD 


Division of Industrial Economics of the Conference Board, New York City 


Average hourly earnings amounted 
to 85.3 cents, the highest on record, 
in October, as compared with 84.5 cents 
in September. The largest increase was 
in the paint and varnish industry, where 
hourly earnings rose from 80.0 cents 
to 83.4 cents. Hourly earnings in the 
hosiery and knit goods industry rose 
from 57.2 to 59.9 cents in consequence 
of wage rate increases of 10 per cent 
to 18 per cent at several mills. Hourly 
earnings of employes of miscellaneous 
foundries increased from 86.6 cents to 
89.3 cents. 

Hourly earnings were higher in Oc- 
tober than in September in all but four 
of the other industries. In the iron 
and steel, lumber: and millwork, and 
meat packing industries they were un- 
changed. In the electrical manufactur- 
ing ‘industry they amounted to 93.6 
cents as compared with 93.9 cents in 
September. 

The largest increase in average 
weekly earnings was in the automobile 
industry, where they amounted to $45.82 
in October, as compared with $42.14 in 
September. This increase was caused 
mainly by a seasonal increase in hours 
from 36.8 to 39.6 per week. In the 
iron and steel industry the average 
hours per week increased from 37.8 to 
40.0, so that average weekly earnings 
increased from $37. 16 to $39.32. In 
the paint and varnish industry, average 
weekly earnings rose from $33.24 to 
$34.53, although hours per week de- 
creased from 41.6 to 41.4. In the 
hosiery and knit goods industry, weekly 
earnings rose from $21.38 to $22.56, 
although there was only a slight in- 
crease in hours per week. The increase 
in hourly earnings in miscellaneous 
foundries caused an increase in weekly 
earnings from $39.66 to $40.47, al- 


though hours of work declined from 
45.8 to 45.3. Weekly earnings were 
lower in October than in September in 
nine of the twenty-five industries, and 
in all but one of the nine the decreases 
were caused by shorter working time. 
Average hours worked per week in 
the twenty-five industries were only one- 
tenth of an hour greater in October 
than in September, despite the urgency 
of the defense program. They amounted 
to 41.7 as compared with 41.6 in Sep- 
tember. They were lower than in Sep- 
tember in fifteen of the twenty-five in- 
dustries, and in three other industries 
they were unchanged. As in September, 
the longest work week was in the ma- 
chine and machine tool industry, where 
it averaged 50.2 hours, as compared 
with 50.4 hours in September. Nine in- 
dustries operated less than 40 hours per 
week per employe. The largest decrease 
was in the northern cotton mills, where 
average hours fell from 40.5 to 38.8. 
The largest increases were in the auto- 
mobile and iron and steel industries. 
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A sURVEY of savings operating costs of 
mutual savings banks and a group of 
commercial banks with savings depart- 
ments is being undertaken by the Sav- 
ings Division of the American Bankers 
Association. 

The analysis of the mutual savings 
bank operating costs will be conducted 
separately from that of commercial 
banks. The surveys will be codrdinated 
when they are completed, in order that 
the two types of banks will be able to 
compare their costs of operation with 
each other, as well as to determine their 
relative costs in comparison with insti- 
tutions of their own type. 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 
or Excerpted for Your Convenience... 


FROM “GUNS AND BUTTER” TO “GUNS” 


By Henry H. Hermann 


Executive Manager, 


ROM “Guns and Butter” to “Guns” 

—with butter if, as, and when. That 

sums up the U. S. transition from 
a peace time to a war time economy. 

In the Thirties we heard much about 
want in a land of potential plenty. In 
the Forties we shall realize the meaning 
of want in a land that is breaking pro- 
duction records! 

It has quickly become apparent that 
we cannot be “the arsenal of democ- 
racy” without sacrifices on the home 
front. We must expect a conversion of 
50 per cent of our productive capacity 
to war needs and must pay increasingly 
higher taxes to meet the $50 billion war 
effort. 

That means belt-tightening. 
however, recognize that with a current 
national income of $100 billion, our 
$50 billion war effort will still leave 
available an equal amount in goods and 
services. 

Although the price level has risen 
since 1932-33 and therefore makes close 
comparison difficult, nevertheless we 
should bear in mind that during those 
two years our total national income 
was down to the $40 billion level. On 
the other hand, the wide variety of 
goods and services available during 
that period of depressed national in- 
come was greater than that which we 
will have in the period ahead. 

While the pinch brought on by the 


Let us, 


National 


Association Men 


of Credit 


defense effort will be felt by industry 
and consumers, the Government too 
will note the effect of these necessarily 
stringent policies. To cite one exam- 
ple, the restrictions on autos and auto: 
mobile tires will mean a considerable 
reduction in the revenues received by 
the Federal and state governments. 

In the year 1940, the Federal Govern- 
ment received approximately $400 mil- 
lion in motor vehicle, tire, gas and oil 
excise taxes. In that same year the 
states collected over one and a third 
billion dollars in various sales taxes and 
registration fees. As the use of cars 
decreases, and as car ownership de- 
clines, this will mean a noticeable re- 
duction in the tax revenue from these 
sources. 

Here is another instance of the wis- 
dom of immediately effecting a reduc- 
tion in Federal non-defense expendi- 
tures and in state and local government 
costs. A number of responsible organi- 
zations have analyzed our Federal 
spending and have separately reported 
possible savings around $2 billion am 
nually. 

In a war budget calculated at $50 
billion, that sum may seem small, but 
the principle is right and the amount 
involved is nevertheless vast. 

This session of Congress will con- 
sider a new tax bill estimated at from 


$5 billion to $10 billion. A worth 
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while fillip to civilian morale would be 
the parallel passage of legislation re- 
ducing our non-defense expenditures at 
the same time that we are asked to foot 
the greatest tax bill in our history. 

Demands of war have already caused 
shortages which are only a prelude to 
others that will become increasingly 
apparent as our reserves are depleted. 

The restrictions on electrical appli- 
ances, automobile tires and other rub 
ber goods, and motor cars are already 
being recognized as very tangible tokens 
of what lies ahead. 

In the main, the consumer’s most 
vital needs are not yet affected. Food, 
clothing, fuel and transportation he has 
in ample quantities and will continue 
to have. It is, of course, true that the 
consumer may soon, for instance, find 
certain spices unobtainable, and that 
later ocean shipping problems and a 


lack of cargo space may bring shortages 
in certain tropical fruits, coffee, and 
other items. But these are relatively 
remote at present. 

In his wearing apparel, the consumer 
will note the effect of the rubber scar- 
city and, increasingly, silk will be less 
noticeable. Wool, too, will be scarcer 
because of the vastly increased needs 
of our armed forces. 

The fuel supply for the consumer's 
home heating is not threatened from 
the standpoint of production, but trans- 
portation problems may bring tempo- 
rary shortages at certain points. As to 
the consumer’s personal transportation 
requirements, they will be more depend- 
ent on buses and rail lines. Increas- 
ingly infrequent will be the consumer’s 
use of the car to “run into town” for 
work or shopping or entertainment.— 
From the Association’s January Review 
of Business. 


THE IMPORTANCE OF AGRICULTURAL LOANS 


By CuHartes T. O'NEILL 


Vice-President, National Bank and 


UE to curtailment of production 
for civilian needs, many small 
businesses in the next few months 

will probably face the most serious 
problems ever to confront them, and 
unless some intelligent plan is devised 
to continue a limited flow of goods for 
civilian needs to firms who cannot en- 
gage in defense activities, these firms 
will find themselves in serious difficul- 
ties and many communities, particularly 
in agricultural areas, will be deprived 
of the income furnished by them. 

In my own community we have an- 
ticipated this condition to a limited ex- 
tent, at least, and we have through the 
financial aid of local banks, estab- 
lished by-product plants for our or- 
chardists, where their fruits and vege- 
tables may be dry-frozen for commer- 
cial sale and we have established a dry- 
frozen locker system, by means of which 
farmers may store their winter’s food 
supply as related to products grown on 
their own farms. 

I am fully aware that the farmer like 
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Trust Company, Charlottesville, Va. 


the industrialist is needing more and 
more capital, in his operations both for 
production and in mechanizing his 
farm plant for modern competition, and 
it is now the concern and the business 
of the_banker to secure these loans on 
a basis that will be safe and profitable 
to the banker and advantageous to the 
borrower. Here will be realized an 
alertness for handling agricultural 
loans to avoid the hazards of weather 
and often poorly trained and even in- 
competent farm and orchard manage- 
ment. 

If we are to face the future and its 
relation to a sound plan of agriculture 
for our respective communities, then 
our banks must be prepared to go into 
the field and help the farmer plan his 
whole program of operation which 
should also include a long range soil 
building plan. This all must be 
predicated on a sound plan of extend- 
ing amortized credit to agriculture and 
kindred lines of business. Because of 
the scarcity of other types of loans in 
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most sections, the increasing volume of 
farm loans is of growing importance to 
every alert banker in these regions. 

I freely predict that the banker of the 
future will not find it possible to sit 
back and wait for business to come to 
him, but he will go out and get busi- 
ness and help create new business by 
taking the lead in the community in 
planning and developing of farming 
and the creation of new industries to 
utilize farm products. This determina- 
tion on the part of the banker is ex- 
tremely urgent to offset the inroads 
made by the Government in the field of 
agricultural credit. It is useless for 
bankers to think of making headway in 
this field unless they are prepared to 
render as good service as other agencies 
who are aggressively bidding for this 
business. 

If we are to prevent agriculture from 
becoming socialized or a bankrupt in- 
dustry, if it is to be made a source of 
real income in the community and an 
opportunity for our young people to 
remain in the rural sections of our 
country, we must undertake the job of 


placing this industry on a sound operat- 
ing basis. This will require vision and 
leadership and past history does not in- 
dicate that it can be supplied from 
within the industry. Since the banks 
control the purse string of credit, the 
responsibility of financing any progress 
and development in this field rests 
squarely on our shoulders. 

It behoves the bankers of the agricul- 
tural territories to familiarize them. 
selves with modern farming methods; 
study their whole area and learn how 
to use soil maps; make personal calls 
on the farmers who wish to borrow to 
see the condition of the farms and how 
they are operated; make a_ written 
report of this inspection and file with 
the financial statement and other data 
on operating plans as submitted by the 
borrower, compare these plans with 
those recommended by the County 
Agricultural Committee and those of 
the most successful operators in the 
region. This information will give an 
accurate basis for your credit decisions. 
—(From an Address Before Meeting oj 
Group Five Virginia Bankers Associa: 
tion at Roanoke, Virginia.) 


CONSUMER CREDIT AN IMPORTANT BANKING FUNCTION 


By Joun Burcess 


Vice-President, Northwestern 


ONSUMER credit departments of 


banks perform a necessary and 

worthwhile credit function in this 
country’s economy and at the same time 
place the banker in direct touch with a 
large number of people who need and 
deserve small loans. 

Instalment loaning is a banking func- 
tion worthy of serious, dignified treat- 
ment, for many an individual’s only or 
first opportunity to come into contact 
with a bank will come through the 
small loan department. The oppor- 
tunity to acquire the security of estab- 
lished credit at “his bank,” to acquire 
valuable equipment for comforts or con- 
venience with the help of “his bank” 
is a powerful and moving relationship. 

To walk proudly into “his bank” and 
negotiate a loan at a reasonable rate 


174 


National Bank and Trust Company, 


Minneapolis, Minn, 


in a businesslike way is a_ privilege 
never to be forgotten. Certainly such 
objectives are w orthy of dignified quar- 
ters, considerate treatment “and meticu- 
lous attention to detail. 

As we approach this problem then, 
let us use common sense and coolness, 
but above all the Christian, social and 
economic principles that we have been 
preaching and lately more widely prac- 
ticing in the general banking field. So 
far as the iittle man is concerned, the 
Golden Rule is a goed rule to live by. 
It is not imcompatible with good bank- 
ing practice. It is of immense impor 
tance if we are going to keep democ- 
racy alive and to help it to progress 
and win the hitherto unsung but per 
petual battle to make decent human liv: 
ing universal. 
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If we as bankers, faithful to our trust 
and believing that favoritism has no 
place in quasi-public administration, 
would do justice, can we assume that 
character is measured by the size of the 
borrower's asset statement? 

If we would build respect for our 
judgment, we must be temperate in 
terms, fair in appraisal, unprejudiced in 
judgment, impartial as to matters of 
birth, race or religion. 

If we as bankers are to do our full 
duty, we must exercise wisdom as to the 
purposes for which credit, large or 
small, but especially small, extended to 


the inexperienced borrower, is to be put. 
And what an opportunity is here at- 
forded for banks and bankers to regain, 
retain or increase that position of finan- 
cial confessor, fiscal advisor, and mone- 
tary next friend to the public at large, 
to which we all aspire. 

Can we do all this in times like these? 
Yes, if we have courage, the courage of 
which I spoke. Without courage in 
times like these, we had best retire from 
the field of free enterprise. But the 
American way is ahead, not astern.— 
From a-recent speech to the American 
Bankers Association. 


INDUSTRY’S POST-WAR RESPONSIBILITIES 


By ALFRED P. SLoan, Jr. 
Chairman of General Motors Corporation 


INALLY, 


national 


that 
political 


even recognizing 
economic and 


policies have the power to expand 
or contract our field of opportunity, 
that by no means relieves us, either in- 
dividually or collectively, of responsibil- 
ity. We shall enter the post-war period 
with a greatly expanded industrial plant 


—more or less unbalanced by the neces- 
sity of the war effort as measured by 
pre-war consumption demands.  In- 
tensified engineering and promotion 
must be employed to develop the most 
constructive use for such surpluses, thus 
expanding job opportunities. We must 
deal with great readjustments in the 
economy increasing in scope with the 
duration of the war. This will require 
intelligence, courage, hard work and 
capital. In many areas of the economy, 
serious losses must be expected. 

We must maintain the strongest pos- 
sible economic positions and the most 
virile organizations. This is essential 
to the post-war era. Any sacrifices 
made to those ends will be justified. We 
should not curtail our research during 
the emergency. We should expand it, if 
possible, for it is only by such means 
that free enterprise can continue to 
exist. I refer to research in a broader 
way—NOT limited by physics or the 
laboratory, but as applying to all the 
functional activities of business; dis- 


tribution, labor policies, production, 
management technique are all involved. 
We can encourage and develop the 
young men in our organizations. Give 
them the responsibility. The emer- 
gency will be a great developer of talent. 
Let us use it. Let us encourage forward 
thinking and initiative. Free enterprise 
is just as essential within business as 
within the economy. 

There does not appear to be in sight 
for the post-war era any important 
single new industrial development com- 
parable with the automobile, the radio 
or the motion picture, such as followed 
the last World War. But there will be 
available a relatively large aggregation 
of new methods, new materials and more 
efficient instruments of production. Some 
materials whose use has been restricted 
will be more broadly available at lower 
prices. These will open up entirely 
new fields of opportunity with increased 
job opportunities. As a result of the 
depression of the “thirties” and the un- 
certainties surrounding enterprise, and 
for other reasons, the American pro- 
duction plant is obsolete as measured 
by current technology. And this is NO 
idle thought. Thus to rebuild America 
offers tremendous opportunities for im- 
proving our efficiency along a broad 
section of the industrial front; likewise, 
a stimulation to our capital goods in- 
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dustries whose activities are otherwise 
likely to be importantly curtailed. 

We should plan now for the post-war 
era. As a case study, here is how we, 
in General Motors, have approached this 
objective. First, we organized around 
the problem of National Defense. We 
assigned executives on the central staff 
and a policy group to the task. In each 
operating unit civilian production and 
defense production have been separated. 
The executives discharging the former 
responsibility are charged specifically 
with planning for the post-war era for 
that particular production unit. I am 
attempting myself to stimulate and co- 
érdinate these activities into a harmoni- 
ous whole. [I call it our “A. H.” Pro- 
gram (AFTER HITLER). 


Such an approach contemplates 
accelerating the development of new 
products, re-engineering existing prod- 
ucts, making use of new materials and 
new methods, and in other ways—thus 
improving quality and value, particu- 
larly having in mind the necessity of 
lower post-war prices. It contemplaies 
the substitution of new instrumentalities 
in all functional activities wherever 
gains are possible. Again, lower 
prices. It contemplates studies to de- 
velop the possibilities of further hori- 
zontal expansion. In total, on the 
liquidation of the defense program we 
hope to have available concrete pro- 
grams for each production unit, en- 
gineered and approved and founded on 
the most modern  technology—ALL 


READY FOR ACTION. 


HOW DOES AMERICA STAND ON RUBBER TODAY 
By P. W. LitcHrieLp 


Chairman of the Board, The Goodyear Tire § Rubber Company 


ERE is how America stands today 
in the grave matter of rubber 


supply: 


We have nationalized emergency 
stock of natural crude rubber which 
has been brought in from the Far East 
during the past year. This stock pile, 
wholly owned and controlled by our 
Government, will keep the American 
war machine in smooth operation for 
another year and probably much longer. 


2 


We have manufacturing plants for 
the production of reclaimed or regener- 
ated rubber connected with our rubber 
factories. These reclaim plants have a 
high total capacity and at this very 
moment are turning out large supplies 
of reclaim which can be converted into 
tires and other rubber products. Tires 
of regenerated rubber definitely do not 
have the wearing qualities of tires made 
from crude rubber but they will pre 
vent American wheels from coming to 
a stop. 
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We are rapidly expanding our facili- 
ties for the production of synthetic rub- 
ber and, within the next twelve months 
under the present program our coun- 
try’s total capacity for synthetic can 
reach more than 80,000 tons per year. 
And this can be readily expanded to 
any extent our emergency needs may 
require, using only materials which are 
produced within continental boundaries 
of United States. 

4 


Rubbers which normally have a more 
restricted use than Hevea, such as Cas- 
tilloa and Guayule, are already grown 
to a small extent in the Americas. The 
former is grown in the tropical lati- 
tudes and the latter in the arid regions 
of northern Mexico and southwestern 
United States. Gathering and planting 
of these rubbers can piece out the total 
available supply during the period of 
emergency. 


_ 


oO 


A substantial foundation has been 
laid for the development of rubber 
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growing areas in the Western Hemi- 
sphere. Of necessity, results in this 
field cannot be expected for a matter 
of years. But meanwhile everything 
possible should be done by the indus- 
try and by the governments of the West- 
ern Hemisphere to speed this develop- 
ment which, in the long run, will com- 
bine the factors of safety and economy 


to a much greater extent than any other 
approach to the problem. 

With predatory forces threatening the 
source of our rubber supply, the imme- 
diate prospect may not seem too bright. 

But it certainly cannot be said that 
America is without at least a partial 
solution—From a statement sent to 
Goodyear stockholders and employees. 


URGES REDUCTION OF TRUST OPERATING COSTS 


By RonaLtp M. KimBaLt 
Vice-President, Continental Illinois National Bank and Trust Company, Chicago 


EDUCTION of operating costs for 

trust institutions is one of the best 

means available at the present 
time for putting the business on a 
profitable basis. 

For the past several years there has 
been a concerted effort on the part of 
A. B. A. committees to have trust de- 
partments find their costs, and much 
progress has been made in this direction. 

Inferred in the study of costs, and 
naturally allied to it, is the idea of cut- 
ting costs wherever practicable. There 
is no secret to this present-day problem 
of running a trust department profit- 
ably. Income from securities is lower, 
and if fees are based on income, return 
is less. Estates are smaller in size and 
number. and therefore if charges are 
on a principal basis, return is also re- 
duced. 

Right now, all of us must find ways 
and means of showing a profit, not by 
the increased fee method, but by the ex- 
pense reducing route. The greatest 
economies in operations appear to be 
in wills and trust agreements, in elim- 
inating controversial provisions and 
standardizing investment powers. 

Seven suggestions are: 

Analyze administrative work to the 
end that duties of lesser responsibility 
may be assigned to the lower salaried 
employes; 

Eliminate numerous small holdings of 
securities ; : 

Maintain an approved list of securi- 
ties for ready use to eliminate investi- 
gation and analysis costs; 


Dispose of “expensive assets”—those 
on which maintenance costs, such as 
some types of real estate, are relatively 
high; 

Consider alligning rea] estate to pro- 
fessional property management 
necessary services; 

Level off the “peaks” of clerical 


operations by spreading remittance or 
statement dates; 


for 


File securities in vaults on the “open 
face” system, so that they may be 
readily obtainable. 

To bring about these economies re- 
quires a great deal of codperation inside 
the institution itself. No one officer or 
group of officers unaided can ever 
bring them about.—From an address at 
A. B. A. Trust Conference. 


© 


WE are all aware that the war and the 
social upheaval which preceded it have 
a profound effect on the trust business. 
The burdens of administrative changes 
in trust procedures have been heavy and 
vexing. But our deepest concern has 
been over the ultimate fate of the values 
of which we are custodians. None of 
us who has reflected on the events of the 
last twenty years has been able to escape 
the question of whether or not the in- 
stitution of private property could sur- 
vive.—Richard G. Stockton, president. 
Trust Division, American Bankers Asso- 
ciation. 
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Advertising and 
Publie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Income Tax Loans 


To help Clevelanders who were un- 
able to anticipate and budget fully the 
amount required for greatly increased 
Federal income taxes, the Cleveland 
Trust Company has announced a 2 per 
cent rate ($2 per $100) on loans needed 
to pay such taxes. The plan provides 
income taxpayers with a method where- 
by they can spread their income tax 
payments to the Government over a 
12 month period. They repay the loan 
out of current monthly income instead 
of being compelled to make quarterly 
payments of much larger amounts which 
are often inconvenient to make. The 
plan is in line with the bank’s policy 
to help people meet changing conditions 
with new services. 

As an example of how the service 
would operate, the bank cites an in- 
dividual who will need $1,000 for in- 
come tax payments in 1942. The bank 
lends the money at a cost of $2 per 
$100 plus $1 for each quarterly tax 
period. Checks to make the payments 
are given the borrower in advance. The 
borrower makes the loan by making 
twelve equal monthly deposits for a to- 
tal of $1,024, which includes the inter- 
est. The method can be employed for 
larger or smaller amounts than $1.000 
and is suitable for corporations as well 
as individuals. Life insurance for in- 
dividuals is included at no extra charge 
on such loans to pay off the unpaid 
balance in the event of the borrower’s 


death. 
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Another Income Tax Plan 


The Morris Plan Bank of Vi-ginia 
is advertising a new plan “to end worry 
about how to pay your Federal income 
taxes due in March.” In a recent ad- 
vertisement the plan is described as fol- 
lows: 

“Let’s assume that the taxes on your 
1941 income will amount to $600: 

“(1) On or before this coming March 
14th you come in and sign a note for 
$618. The added $18 is a charge of $3 
per $100, according to the following 
scale: 


Amount of Tax 
$100-$199 
200- 299 
300 & over 


(2) There are no other fees or costs 
of any kind. Life insurance is included 
without extra cost, so that in the event 
of your death, any balance owing will 
be automatically canceled. 

(3) No endorsers or other security 
will be required. All you need is a good 
credit standing in the community. It 
makes no difference whether you have 
ever been a customer of this bank or 
not. 

“(4) The money will be credited to 
a special account in your name, with- 
drawable for the purpose of paying these 
taxes as they are due March, June, Sep- 
tember, and December 15th. 

“(5) Beginning April Ist, you de- 
posit in the account each month 1/12 
of the total amount. (See Monthly 


Charge Per $100 
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Payment Table.) And that’s all. At 
the end of twelve months, you will have 
paid your entire tax bill and you will 
owe the bank nothing.” 


Farming for Freedom 

A new conception of the part a bank 
should play in community life is being 
revealed in advertisements by the Na- 
tional Bank of Athens, Athens, Ga., es- 
tablished in 1866. 

“Farming For Freedom” is the latest 
series in a group of community morale- 
builders this bank has published in the 
local daily newspaper, and in these ads 
the young president of the institution, 
James White, is citing the importance 
of agriculture to the success of the 
United States in its victory aims over 
the Axis. 

In addition to the “Farming For 
Freedom” series, supporting the agri- 
cultural program of the United States 
Department of Agriculture, and apply- 
ing it locally, the National Bank of 
Athens conducts a Civic Series, buying 
newspaper space to encourage the ac- 
tivities of such institutions as the Public 
Library, Opportunity School, where 
young working people are permitted to 
take special courses any hour of the 
day; the Livestock Development Pro- 
gram, the Well-Baby Clinic for poor 
children, conducted by a woman’s or- 
ganization; the annual Flower Show, 
sponsored by the Junior Ladies Garden 
Club, designed to encourage home im- 
provement throughout this section, and 
other civic undertakings. 

Its most recent advertisement was en- 
titled “Victory Must Begin At Home,” 
and in this message the bank pointed 
out that before victory can be achieved 
by the nation, individuals in each com- 
munity must discard fear and doubt of 
their ability to cope with economic dis- 
locations resulting from war-time 
measures. 

The National Bank of Athens is fitted 
by its origin and history to maintain a 
“thumbs up” attitude. having been or- 
ganized at the close of the War Between 
the States and on the eve of the Recon- 
struction period in the South. Its presi- 
dent, who is the fourth member of his 


“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. 
How about you? 


Today’s Lesson: Booms 
Don’t Last Forever 
—Valley National Bank, 
Phoenix, Arizona 


There Is No Priority 
on Foresight! 
—The Morris Plan Bank of 


Virginia, Richmond, Va. 


*‘Guess I’m as Bright as 
a Bee or an Ant’’ 
—The Troy Savings Bank, 
Troy, N. Y. 


Regulation ‘‘W’’ Did Not 
Eliminate Installment Credit 


—Monterey County Trust and 
Savings Bank, Salinas, Calif. 


Here’s Your Income Tax 
Bill Due March 15, 1942 
—The George D. Harter Bank, 
Canton, Ohio 


family to head the institution since its 
creation, believes that “a bank should 
be the source of community morale, as 
well as a depository.” He feels that a 
bank, more than any other business, 
perhaps, is duty-bound to preach pro- 
gressiveness, economic independence, a 
spirit of victory at all times, instead of 
merely urging the people through ad- 
vertisements to “come deposit your 
money with us,” boasting continuously 
about its large deposits, or its assets. 


**Know Your Bank’’ Week 


The Michigan Bankers Association is 
again this year sponsoring a “Know 
Your Bank” week from February 2 to 7 
in which banks throughout the state will 
keep open-house and invite the public 
to come in and inspect their operations. 
Explaining the need for such a week. 
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the association explains in a recent bul- 
letin: 

“If there is any trouble ahead for the 
banking structure of this country, it will 
lie in the aftermath of World War II 
when again banking will be subjected to 
the acid test. Banking, as a very vital 
part of our capitalistic system, has been 
subjected to a great deal of unfair criti- 
cism, which has caused in the minds of 
a great many people a misapprehension 
regarding banking and bankers. Our 
banking structure is safe so long as we 
have the confidence of the public. If 
we can satisfy the ‘man in the street’ 
then there is a place in our economic 
structure for the independent banking 
system. The running of a good bank is 
not enough. The people of your com- 
munity must realize that you are run- 
ning a good bank and that you are serv- 
ing the people of your community as 
well as our national defense program.” 





Debts in One Basket 


In an advertisement illustrated by a 
basket of eggs and headed “Debts, too, 
are easier to handle—when they're in 
one basket” the State-Planters Bank and 
Trust Company, Richmond, Va., urges 
the consolidation of personal debts. The 
text reads: 

“How much are your monthly pay- 
ments to doctors, stores; on taxes, auto, 
mortgage curtail, etc.? Suppose you 
paid all your debts with a bank loan: 
then paid off the loan in monthly in- 
stallments suited to your budget. 

“Take the first step now towards get- 
ting your debts in one basket. Make a 
list of all you owe. See if one pay- 
ment monthly to a bank won't be less 
than the sum of all monthly payments 
you are now making. This will enable 
you to meet higher taxes, increased liv- 
ing costs and to contribute more to the 
war effort by buying larger quantities 
of Defense Stamps and Bonds.” 

There is a similar theme in a recent 
advertisement of the Morris Plan Bank 
of Virginia, Richmond, Va., which 
reads: 
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“A calendar itself means nothing; but 
the new resolution that comes with a 
New Year can mean everything if you 
cultivate it and make it grow! 

“One way to get a fresh start in life 


is to get out of debt . . . by consolidat- 
ing all your obligations into one bank 
loan. A battalion of bills, notes, insur- 
ance premiums, taxes, won't equip you 
to take your part in America’s Defense 
Program; whereas getting out of debt 
will! 

“So start now to clean the slate of 
barnacle-bills. See us about a loan 
custom-tailored to your requirements; a 
loan you can repay out of current in- 
come in regular monthly amounts; a 
program that will help to put your 
personal financial affairs on the sound- 
est possible basis. Such a program not 
only gives you priceless peace of mind 
now but opens the way to True Thrift 
later.” 


Advertising Privacy 


One quality of a well-managed bank 
which is seldom stressed in advertising 
is the matter of respecting the privacy 
of its customers. This matter forms the 
theme of a recent advertisement of the 
Bank of Montreal the text of which 
reads: 

“When you become a customer of the 
Bank, a private relationship is at once 
established and you can be perfectly 
sure that your business with the Bank 
will be held in strictest confidence. 


“Your bank balance may be small or 
large, but no one will know that it is— 
unless you tell. 

“You may borrow at the Bank and 
no one will be the wiser—unless you re- 
veal it. 

“You may place securities with the 
Bank for safekeeping and no one else 
will know—unless you tell them. 

“No one is privileged to intrude upon 
this confidential relationship of the 
Bank and its customers—a relationship 
which compares with that between 
doctor and patient.” 





\| 


BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


New Chase Directors 


J. Frank Drake, president of the Gulf 
Oil Corporation. and Carl J. Schmid- 
lapp, a vice-president of The Chase Na- 
tional Bank of the City of New York, 
were elected as new members of the 
board of directors of the bank at the 
annual meeting of shareholders. 

All the former directors of the bank 
were re-elected with the exception of 
Vincent Astor, who requested that he 
not be considered for re-election be- 
cause he is now on active duty as a 
Commander in the United States Naval 


Ira L. Hill's Studio, N. Y. C. 
J. FRANK DRAKE 


Recently elected director Chase 
National Bank, New York. 
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Reserve. A letter from Commander 
Astor was read at the meeting by Win- 
throp W. Aldrich, chairman of the board 
of directors, who expressed his regret 
that the bank is losing the services of 
Mr. Astor as a director and member of 
the Executive Committee after many 
years of association. 


New York Trust Appointments 


Following a recent meeting of the 
board of trustees of The New York Trust 
Company, John E. Bierwirth, president, 
announced the election of Raymond G. 
Forbes, formerly treasurer, as vice- 
president; and Herbert J. Stroh, for- 
merly assistant treasurer, as vice-presi- 
dent. He also announced the promotion 
of Clinton D. MacConnell, formerly as- 
sistant secretary, to assistant vice-presi- 
dent; and of Joseph A. O’Connor, for- 
merly assistant trust officer, to trust 
officer, and the appointment of Harry 
F. Littlejohn as secretary, of John T. 
Degnan, John B. Stalford and James 
M. Doubleday as assistant treasurers; 
Henry J. Gertcher, Jr., as assistant sec- 
retary, and of Bernard deHosson and 
Marion B. Sessions, as assistant trust 
officers. 


Manufacturers Trust Company 
Statement 


The statement of condition of Manu- 
facturers Trust Company, New York, as 
of December 31, 1941, shows deposits 
of $984,004,718 and resources of $1.- 
080,505,867 which compare with $985.,- 
665.790 and $1.082,462.811 shown on 
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September 30, 1941. On December 31, 
1940, the respective figures were $953.- 
709,060 and $1,050,459.262. 

Cash and due from banks is listed 
at $365,609,706 as against $354,140,771 
shown on September 30 and $388.847,- 
897 shown a year ago. United States 
Government Securities stands at $340.- 
928,748; three months ago it was $340.- 
293,966 and one year ago it was 
$326,449.037. Loans and bills  pur- 
chased is now $260,309,534 which com- 
pares with $270,305.220 on September 
30 and $215,187,558 on December 31 
last year, preferred stock is shown as 
$8.892.780, common as $32,998.440, 
and surplus and undivided profits as 
$42,233,744. 

Harvey D. Gibson, president, reported 
at the annual meeting of stockholders 
that net operating earnings, not includ- 
ing net profits from securities sold or 
other assets disposed of during the year 
1941, before charge-offs or additional 
reserves set up, but after all expenses 
and taxes, and after deducting dividends 
on preferred stock outstanding, as well 
as the total amount set up for amortiza- 
tion on bonds purchased above par, had 
amounted to $6,446,236.14, or $3.91 per 
common share. This compares with 
$3.92 per share in the year 1940. 

Of this total $3.299,838 was paid in 
dividends to common _ stockholders, 
$804,158.68 was credited to undivided 
profits account, and $2,342,239.46 was 
credited to reserve account. 


New York Trust Statement 


Gross operating income of the New 
York Trust Company for the year 1941 
was $7,220,251.24 made up as follows: 
interest earned from loans and discounts 
—$2.714,669.03; interest earned from 
investment securities —$2.618,764.14; 
interest earned from real estate bonds 
and mortgages—$170.712.53: fiduciary 
fees, commissions and other income— 
$1.716,105.54. 

Expenses were $4,539,411.03 made 
up as follows: operating expenses— 
$3,686,639.78; Federal Deposit insur- 
ance—$402.771.25; provision for taxes 
—$450,000. This left a net operating 
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income of $2,680,840.21 compared with 
$2,760,313.45 in 1940. 

Total assets on December 31, 194), 
were $580,838,745.79 compared with 
$552,277.903.02 on December 31. 1940, 
Deposits were $520.582,593.26 com- 
pared with $495,080,651.15 the previous 
year. Undivided profits were $3,383,- 
772.55 compared with $3,015,432.34 
the previous year. 


New York Trust Continues 
Extra Staff Payments 


The New York Trust Company is ex- 
tending additional payments to all ac- 
tive members of its staff, other than 
officers, receiving salaries of $500 per 
month, or less, through the first quarter 
of 1942. Such payments in January, 
February and March of this year, like 
those in October, November and De- 
cember of 1941, will be equal to 6 per 
cent of the first $150 and 4 per cent of 
the next $100 of the basic pay for each 
of those months. 


Chase National Bank Statement 


The statement of the Chase National 
Bank, New York, for December 31, 
1941, was made public last month. The 
deposits of the bank on that date were 
$3,534,967,000, which compares with 
$3,587,562.000 on September 30, 1941, 
and $3.543.338,000 on December 31, 
1940. 

Total resources amounted to $3,811.- 
803,000 compared with $3,856,799,000 
on September 30, and $3,824,403,000 a 
year ago; cash in the bank’s vaults and 
on deposit with the Federal Reserve 
Bank and other banks, $1.248.516,000 
compared with $1,328,312,000 and 
$1,672,535,000 on the respective dates; 
investments in United States Govern- 
ment securities, $1.364.847,000 com- 
pared with $1,339,079,000 and $1.098.- 
108,000; loans and discounts, $802,- 
221,000 compared with $773,036,000 
and $664,189,000. 

On December 31. 1941, the capital of 
the bank was $100.270,000 and the sur- 
plus $100,270,000, both amounts un- 
changed. After declaration on Decem- 
ber 24 of a semi-annual dividend to be 
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paid February 1 amounting to $5,180,- 
000, the undivided profits account on 
December 31 amounted to $40,370,000. 
This amount compares with $40,441,000 
on September 30, 1941, and $36,212,000 
on December 31, 1940. 

The net earnings of the Chase Na- 
tional Bank for the year 1941 amounted 
to $14,518,000, or $1.96 per share, com- 
pared with $13,550,000, or $1.83 per 
share, in 1940. 


Arthur A. Ballantine 


Arthur A. Ballantine, member of the 
law firm of Root, Clark, Buckner and 
Ballantine and a former under secre- 
tary of the United States Treasury, has 
been elected a trustee of the New York 
Trust Company. 

Appointed an advisory counsel to the 
United States Treasury Department on 
matters pertaining to taxation in 1917, 
Mr. Ballantine later served as solicitor 
of internal revenue, as advisor to the 
Joint Committee of Congress on In- 
ternal Revenue Taxation in 1927, and as 
assistant secretary of the Treasury prior 
to becoming under secretary of the 
Treasury in 1932. 


Manufacturers Trust Company 
Appointments 


At a recent meeting of the board of 
directors of Manufacturers Trust Com- 
pany, New York, G. Butler Sherwell, 
formerly assistant vice-president in the 
foreign department, was elected a vice- 
president. Mr. Sherwell came to Manu- 
facturers Trust Company in 1932, and 
in the last nine years he has supervised 
the bank’s business with Latin America, 
Spain and Portugal. 

Other year-end promotions announced 
by Manufacturers Trust Company were 
as follows: 

John L. O’Halloran, formerly man- 
ager in the foreign department, has been 
elected an assistant vice-president. 

William O. Walter, formerly assist- 
ant secretary in the securities depart- 
ment, has been elected an assistant vice- 
president. 

Teter White, formerly assistant sec- 
retary at the bank’s office at Eighth 
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Avenue, corner 43rd Street. New York, 
has been elected an assistant vice-presi- 
dent. 

The bank also recently announced 
that Donald R. Coe. Cannon Foster, 
Herbert L. Grant, William F. Landriau, 
Joseph Snyder and Harold A. Walsh, 
out-of-town representatives of the bank, 
have been elected assistant secretaries. 


National Bank of Detroit Earnings 


Gross income of the National Bank 
of Detroit for the vear 1941 was $11,- 
342.050.05. From this was deducted the 
profit on sale of United States Govern- 
ment securities used to write down pre- 
mium on other United States Govern- 
ment securities which amounted to 
$1.378,954.25. leaving a gross operating 
income of $9.963.095.80. 

Expenses for the year were as follows: 


Amoritazation of 
on securities 

Interest paid 

Federal Deposit 
premiums 

Salaries and wages 

Rent, taxes and 
penses 

Special compensation plan .. 


premiums 
$918,294.91 
862,592.78 

Insurance 
$54,078.60 
..  2,523,961.87 

other ex- 
1,818,304.71 
174,162.37 
Total operating expenses ... $6,751,395,24 
This left a net operating income of 
$3.211,700.56 of which $266,425 was 
transferred to reserve for losses and 
$266,520.32 was used for preferred 
stock dividends leaving a balance of 
$2,.678,755.24 representing the net in- 
come available for common stock. 
Total resources on December 


1941, were $676,804,477.57. 


31, 


Bank of America Statement 


The year end Bank of America (San 
Francisco) statement of condition re- 
veals that in 1941 the growth of the in- 
stitution was the greatest in its history. 

Early in December. Bank of America 
became the first two billion dollar bank 
in the United States outside of New 
York City. As of December 31. 1941. 
total resources stood at $2,095,635,000, 
an increase of $278,100.000 during the 
year. 


Deposits reached the total of $1,908,- 
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383,000, a gain of $276,155,000 over 
last year. 

The aggregate of loans and discounts 
outstanding was $914,569,000, which is 
$136,274,000 more than a year ago. 
Cash and securities amounted to $1,112,- 
179.000 an increase of $145,148,000 
over the previous year end. 

After payments and accruals for taxes 
and other Government assessments of 
$8,227,000, earnings for the year were 
$28,665.000. From this total, $4,502,000 
was reserved for depreciation of bank 
premises and other real estate, and 
amortization of bond premiums and 
$5,119.000 was set up in reserves and 
applied to the absorption of losses or 
the revaluation of assets. After pay- 
ment of $10,680,000 in dividends at the 
annual rate of $2.40 per share on the 
common stock and $2 per share on the 
preferred stock, and after $1,322,000 in 
profit-sharing bonus to employes, capi- 
tal funds were increased from earnings 
for the year by $7,040,000, before re- 
tirement of $3,000,000 of preferred 
stock from this amount on January 2, 
1941. 

Commenting on the statement, Presi- 
dent L. M. Giannini stated that the 
board of directors decided at this time 
to commence the building of a substan- 
tial reserve as a cushion against unfore- 
seen contingencies which may result 
from the war or postwar readjustments 
and other contingencies. For the nuc- 
leus of such a reserve, designated “re- 
serve for war contingencies, etc.,” one- 
half of the net increase in undivided 
profits account from the year’s opera- 
tions. and the unallocated reserve, have 
been transferred to the new account, 
which now aggregates $11,284,000. 

President Giannini further announced 
that on January 2, 1942, the preferred 
stock retirement fund will be increased 
to $4,302,000 by a transfer from un- 
divided profits account, and $3,500,000 
of this fund will be used for the pur- 
chase and retirement of 70,000 shares 
of the bank’s 4 per cent preferred stock. 
This, with the previous retirement of 
preferred stock on January 2, 1941, will 
bring the total retirement of preferred 
stock to 130,000 shares, having a total 
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issue price of $6,500,000, or 21.7 per 
cent of the entire outstanding issue. 

“It is a matter of deep satisfaction,” 
Mr. Giannini concluded, “that the bank 
is in a stronger position than ever he. 
fore to pursue its policy of. all-out aid 
to our war effort, and to continue its 
assistance to all lines of activity in 
California which are increasingly im. 
portant to the general welfare of the 
nation at this time.” 


Corn Exchange, Philadelphia, 
Statement 


The Corn Exchange National Bank 
and Trust Company, Philadelphia, ac- 
cording to David E. Williams, president, 
showed 1941 earnings of $1,447,369 
after expenses and reserves for taxes 
and depreciation, of which $927,481 
was from current operations and the 
balance from items of a nonrecurring 
nature. This compares with the year 
ending December 31, 1940, in which 
total earnings were $1,525,368 after ex- 
penses and reserves for taxes and de- 
preciation, of which $843,969 was from 
current operations and the balance from 
items of a nonrecurring nature. This 
comparison shows an increase in 194] 
of $83,512 in current operating earn 
ings but a decrease of $161,511 in items 
of a nonrecurring nature. 

After appropriation to reserve and 
other charges as well as increase in sur- 
plus and contingent reserve accounts 
during 1941 the bank’s capital position 
now stands as follows: 


Surplus : 
Undivided profits 
Contingent reserve 


1,032,987 


or total capital funds of $14,912,022. 

The same directors were elected. Mark 
Willcox, vice-president, Beneficial Sav- 
ing Fund, was elected to take place of 


George W. B. Roberts deceased. 


O. Howard Wolfe 
The Philadelphia National Bank an- 


nounces that a leave of absence has been 
granted by the bank to O. Howard 
Wolfe, vice-president and cashier, at the 
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request of the Philadelphia Ordnance 
District of the United States Army. Mr. 
Wolfe will be engaged in civilian work 
jn connection with the activities of the 
Philadelphia Ordnance District. 

Mr. Wolfe has resigned as cashier of 
the bank, and at the regular meeting of 
the board of directors held January 26, 
Milton D. Reinhold, vice-president of 
the bank, was appointed cashier, with 
the title vice-president and cashier. 

Mr. Wolfe will supervise the general 
administration of the district office of 
the Army Ordnance Department which 
has charge of negotiation, execution, in- 
spection and acceptance of all ordnance 
supplies in the region extending lat- 
erally from Harrisburg to Trenton and 
southward to the Georgia State line. 


National City Bank, Cleveland, 
Report 


Operating earnings for the year 1941 
of the National City Bank of Cleveland 
amounted to $953,893.11 equivalent to 
$2.12 per share of capital stock. This 
compares with earnings in the preced- 
ing year of $857,999.23, or $1.91 per 
share. Total assets on December 31, 
1941, were $262,454,469.49. Deposits 
increased $22,153,829.58 during the 
year. and at the end of the year aggre- 
gated $240,512,253.23. Loans showed 
an increase of $15,895,392.46 in 1941. 
Out of a total of $72,785,969.90, unse- 
cured or commercial loans amounted to 
$45.978.622.07, collateral loans $17.- 
512,672.25 and real estate mortgage 
loans $9,294,675.58. 


G. W. Spinney 


G. W. Spinney, general manager of 
the Bank of Montreal and chairman of 
the National War Finance Committee, 
has been elected a director of the Sun 
Life Assurance Company of Canada. 


National City Bank of Cleveland 
Appointments 


Recent promotions and appointments 
in the National City Bank of Cleveland 
have been announced as follows by Sid- 
ney B. Congdon, president: 
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Thoburn Mills from assistant vice- 
president to vice-president. 

From assistant cashiers to assistant 
vice-presidents: R. B. Blyth, Dale 
Brown, L. B. Devine, R. M. Hornung 
and Harold Lowe. 

L. C. Williams was made an assistant 
cashier. 

James B. Wolf was made real estate 
officer. 

H. S. Boyle was made tax analyst. 


News from Richmond A. I. B. 
The Board of Governors of the Rich- 


mond Chapter of the American Insti- 
tute of Banking have decided to cancel 
all plans for the elaborate annual ban- 
quet customarily held each year in Feb- 
ruary in recognition of the “serious and 
unequalled situation with which America 
is now faced.” With most of the mem- 
bers devoting long hours to their bank 
work it was felt that social activities 
should wait until the end of hostilities 
can be celebrated with a Victory Din- 
ner. 

Richmond chapter is enjoying an- 
other banner year. The total number of 
students enrolled in the first semester 
was 25]. 


Busher to Dollar Savings 


George D. Busher has been elected 
vice-president of the Dollar Savings 
Bank, New York. He has been in the 
real estate business for many years and 
prior to his election was vice-president 
of Eugene J. Busher Company, Inc., 


New York. 


New Bank of Montreal Director 


The Bank of Montreal has announced 
the election of Richard Green Ivey, 
K. C., as a director. Mr. Ivey is senior 
member of the law firm of Ivey and 
Logan, of London, Ontario; president 
of the Northern Life Assurance Com- 
pany of Canada and president of the 
London Street Railway Company. He 
is a director of a number of Canadian 
corporations including Canadian Gen- 
erdl Insurance Company, Bathurst 
Power and Paper Co., Ltd., Silverwood 
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Dairies, Ltd., and London Realty Com- 
pany, Ltd. 


Augustine Heads Richmond Clearing 
House : 


Harry H. Augustine, president of the 
State-Planters Bank and Trust Com- 
pany, Richmond, Va., has heen elected 
president of the Richmond Clearing 
House Association. 


Convention Dates 
NATIONAL 


February 13-14—Independent Bankers As- 
sociation, St. Paul, Minn. 


March 29-April 1—Association of Reserve 
City Bankers, Hotel Biltmore, Palm 
Beach, Fla. 


April 19-22—Executive Council, American 
Bankers Association, The Homestead, Hot 
Springs, Va. 

May 21-23—National Safe Deposit Associa- 
tion, Minneapolis, Minn. 


June 8-12—American Institute of Banking, 
Hotel Roosevelt, New Orleans. 


June 15-27—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 


September 27-October 1—American Bank- 
ers Association, Book-Cadillac and Stat- 
ler Hotel, Detroit, Mich. 


September—Financial 
tion, Chicago. 


Advertisers Associa- 


October 7-9—National Association of Bank 
Auditors and Comptrollers, Hotel Roose- 
velt, New York City. 


STATE AND REGIONAL 


February 11-13—Georgia Bankers Associa- 
tion, Biltmore Hotel, Atlanta. 

February 19-20—A. B. A. Real Estate 
Mortgage Clinic, New Washington Hotel, 
Seattle, Wash. 

February 22-23—Kansas 
Association, Emporia. 

February 26-2i—A. B. A. Real Estate 
Mortgage Clinic, St. Francis Hotel, San 
Francisco. 

March 4-6—A. B. A. Eastern Regional Con- 
ference, Waldorf-Astoria Hotel, New 
York. 

March 24-25—Illinois Bankers Association, 
Conference, University of Illinois, Urbana. 

April 23-24—National Association of Bank 
Auditors and Comptrollers, Eastern Re- 
gional Conference, Hotel Warwick, Penn. 


Junior Bankers 


May 4-6—Arkansas Bankers 
Hot Springs. 

May 7-8—Oklahoma Bankers Association, 
Tulsa. 

May 8-9—North Carolina Bankers Associa- 
tion, Pinehurst. 

May 11-13—Mississippi Bankers Association, 
Place not yet decided. 

May 11-13—Missouri Bankers Association. 
Place not yet decided. 

May 13-14—Indiana Bankers Association, 
Claypool Hotel, Indianapolis. 

May 13-15—Kansas Bankers 
place undecided. 

May 14-16—New Jersey Bankers Associa- 
tion, Hotel Traymore, Atlantic City. 
May 18-20—California Bankers Association, 

Hotel Del Monte, Del Monte. 

May 20-21—Ohio Bankers 
Hotel Statler, Cleveland. 

May 20-22—Illinois 
St. Louis. 

May 21-23—National Association of Bank 
Auditors and Comptrollers, Mid-Continent 
Regional Conference, President Hotel, 
Kansas City, Mo. 

May ?21-23—Massachusetts Bankers Asso- 
ciation, New Ocean House, Swampscott. 

May 26-28—Texas Bankers 
Gunter Hotel, San Antonio. 

May 29-30—Arkansas Junior Bankers As- 
sociation, Fort Smith. 


A ssociation, 


Association, 


Association, 


Bankers Association, 


Association, 


June—Michigan Bankers Association, De- 
troit. 

June 3-5—South Dakota Bankers Associa- 
tion, Cataract Hotel, Sioux Falls. 

June 3-7—District of Columbia Bankers 
Association, Hot Springs, Va. 


June 5-6—Idaho Bankers , ee Sun 
Valley. ‘ 
June 5-6—New Hampshire Bank Manage- 


ment Conference, Amos Tuck School, 
Dartmouth College, Hanover. 


June 8-9—Oregon Bankers 
Hotel Baker, Baker, Oregon. 

June 11-12—-Washington Bankers Associa- 
tion, Davenport Hotel, Spokane. 

June 11-13—West Virginia Bankers Asso- 
ciation, White Sulphur Springs. 

June 16-18—Wisconsin Bankers Associa- 
tion, Hotel Schroeder, Milwaukee. 


June 18-20—Montana Bankers Association, 
Yellowstone National Park. 

June 25-2i—Virginia Bankers Association, 
Homestead, Hot Springs, Va. 

June 26-28—Maine Bankers Association, 
Poland Spring House, Poland Spring. 
July 8-10—Minnesota Bankers Associa- 
tion, Hotel Duluth, Duluth. 


September—Virginia Bankers Conference, 
University of Virginia, Charlottesville. 


Association, 
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